New Rules for National Banks 


By REUBEN A. LEWIS, JR. 


How Far National Banks Can Go in Investment Business Will 
Be Determined by Rules and Regulations to Be Drawn by 
Comptroller of the Currency. Passage of McFadden Bill Makes 
Necessary Ruling as to What Are Savings and Time Deposits. 


OW far the 8000 national banks 
can go in the investment security 
business will be determined by 
rules and regulations that are to 
be drawn by the Comptroller of the Cur- 
rency. Although a definite program has 
_ been framed to obtain the counsel of out- 
standing commercial and investment bank- 
ers on this important question, it is not 
expected that the approved draft will be 
completed for two or three months. 

This task is the most exacting duty that 
the passage of the McFadden bill by Con- 
gress imposed on Comptroller McIntosh, 
but there are several other points that must 
be ruled on by the government official, who 
is charged with supervising the national 
banks of the country. Some rather fine 
distinctions must be drawn and _ perhaps 
some new requirements introduced to give 
effect to the liberalized and modernized 
national banking code. 

The signature of Calvin Coolidge, de- 
creeing that the McFadden bill was now 
the banking law of the land had not long 
been affixed before the Comptroller’s office 
was receiving a number of inquiries from 
banks indicating that some of them were 
in doubt as to just what could be done un- 
der the revised act. 


Farm Loans Unaffected 


the greatest number of in- 
quiries came from national bankers in 
the agricultural districts, who had an idea 
that the new law had changed the terms 
under which mortgage loans on farms might 
be made. The Comptroller forthwith cleared 
up any haziness on this score by pointing 
out that there had been no change in the law 
affecting farm loans, other than that the 
total of loans which a national bank might 


make on real estate, including farm loans, 
had been increased. 

Before the McFadden bill was passed, 
national banks were permitted to make 
loans for not longer than one year on the 
security of first mortgages on improved city 
real estate. Congress declared that loans 
for five years might be made on this class 
of property—thus providing that all real 
estate loans might run for five years. 

Tersely put, the Comptroller emphasized 
seven points with respect to real estate loans. 

Heretofore real estate, not farm loans, 
was only eligible for security for loans if 
located within 100 miles of the bank. Now 
all kinds of improved real estate may be 
anywhere in the same Federal Reserve dis- 
trict or within 100 miles of the bank. 

All real estate loans may run for five 
years, but must be secured by a first lien. 

Participation in a real estate loan is not 
permitted—the bank must make or buy all 
of the loan. It need not hold it all. 

The aggregate amount which can be 
loaned on the security of real estate is 
changed from 25 per cent of the capital and 
surplus or one-third of the time deposits 
to 25 per cent of the capital and surplus or 
one-half of the savings deposits. 

Individual loans are subject to the provi- 
sions of Section 5200 of the U. S. Revised 
Statutes—the so-called heart of the Na- 
tional Bank Act, which lays down the basic 
principle that not more than one-tenth of 
a bank’s capital and surplus may be loaned 
to one individual. 

The interest on time and savings deposits 
is limited to the maximum rate allowed by 
the state. 

Central reserve city banks—the national 
banks in New York and Chicago—may now 
make loans on real estate. Before the Fed- 
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eral Reserve Act was passed, the central 
reserve city banks held a large part of the 
reserves of banks in all sections of the 
country, so it was essential that they should 
be as liquid as possible. As real estate 
sometimes moves sluggishly, these banks in 
the financial centers were not permitted to 
put any of their funds in real estate loans. 


Accommodation Indorsers Not 
Covered By New Law 


group of questions came in, 
asking how the revision of Section 5200 
would affect the loaning powers of national 
banks. Inasmuch as, under the new law, 
the 10 per cent limitation runs against the 
indorser as well as against the maker of 
a note, some feared that the accommodation 
indorser would come within this new class. 
It was pointed out that the new law did not 
apply to them. 

The Comptroller regards the revision of 
Section 5200 as a sound, constructive amend- 
ment to the national banking code. The 
object of including the indorser is to en- 
able the bank examiners to take out of the 
banks non-business and non-commercial pa- 
per, which has crept into some banks 
through the provisions of the law which did 
not run against the indorser. A great vari- 
ety of non-liquid paper and notes of an in- 
ferior class was brought in because a per- 
son could indorse a second or third mort- 
gage real estate note, a note for a personal 
loan, a note for personal services, or many 
kinds of renewed commercial paper and 
obtain funds, if the banker was willing. In 
some exceptional cases, it was found that 
a single borrower, through the indorsement 
of non-business paper, had obtained funds 
amounting to more than the capital and 
surplus of the bank. 
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As was the case before the revision of this 
section, no limit is imposed by law on drafts 
or bills of exchange drawn in good faith 
against actually existing values; or against 
commercial or business paper of other 
makers, actually owned by the borrower; 
or against obligations secured by goods or 
commodities in process of shipment; or 
against bankers’ acceptances such as are de- 
clared acceptable by the Federal Reserve 
Act. It is not purposed to put restrictions 
on national banks which make these strictly 
liquid loans, based on the actual movement 
of goods in commerce. 

This section also declares renewed com- 
mercial paper can only stay in to the extent 
of 15 per cent in addition to the maximum 
10 per cent laid down by the basic principle. 
It could not be excepted at all before. On 
obligations as indorser or guarantor of notes 
(other than commercial or business paper) 
maturing within six months and owned by 
the indorser, 15 per cent in addition to the 
regular 10 per cent loan may be extended. 

Recognizing the unparalleled security 
offered by Liberty bonds, Treasury notes 
issued since the war and government cer- 
tificates of indebtedness, the revised section 
provides that banks may lend 15 per cent 
of their capital and surplus to one borrower 
on this security in addition to the regular 
10 per cent on a straight loan. If the full 
amount which may be loaned under the 
basic limit is not loaned, the difference be- 
tween this amount and 25 per cent may be 
advanced when the loan is secured by these 
prime securities. 


Converting Teller Window 
Branches 


HAT the Comptroller proposes to do 

in regard to the so-called Teller Win- 
dow Branches, which were authorized by 
the opinion of the Attorney General, has 
been revealed. 

Early in March a letter was sent to all 
national banks having these additional 
offices, advising them to convert the offices 
into legal branches. 

After reciting that the additional offices 
had been established pursuant to the opin- 
ion handed down by the Attorney General, 
upholding the right of the Comptroller’s 
office to take such a step, the Comptroller 
said: “Since, however, the functions which 
can be performed at an additional office 
are materially limited by regulations of ‘the 
Comptroller of the Currency, and since no 
question can be raised as to the corporate 
powers of national banks to operate new 
branches under the terms of the McFadden 
Bank Act, this letter is written to give you 
an opportunity to convert the additional of- 
fices you now have into branches at which 
the general business of banking may be 
conducted.” 

Thus, while the teller window branches 
were of doubtful legal standing before the 
measure was passed and Congress recog- 
nized only those branch offices which were 
in legal existence at the time it passed the 
McFadden bill,- the way has been paved to 
give them an unquestioned legal position 
where they may transact all classes of busi- 
ness. 

There is one rather interesting angle to 
the validation of these branches. Under 
the Crissinger administration, a few national 
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banks were given the right to open up addi- 
tional offices in a state where national banks, 
under the amended national bank act, are 
not authorized to have branches. Inasmuch 
as these branches apparently will not come 
under the heading of additional offices “in 
legal existence,” there is some speculation 
as to what will be their fate. 

A recent opinion handed down by the 
Attorney General of Kentucky holding that 
state banks, under their incidental powers, 
might have branches, clears the way for 
national banks, in towns of more than 25,- 
000, to have branches in that state. The 
legislature has not taken any action with 
regard to investing or prohibiting state 
banks from having branches—but the Comp- 
troller’s Office would feel free to grant 
branches to national banks if the state 
banks are authorized to set up branches. 
Delaware has granted the right of branch 
banking to the state chartered banks also, 
so there are now twenty-eight branch bank- 
ing states in this country. 


Comptroller Strict Construc- 
tionist 


HE McFadden bill, as finally enacted, 

provided that branch banks should be 
confined to “the limits of the city” instead 
of to “the corporate limits of the city.” 
This difference has raised the question of 
whether there is any likelihood of the 
Comptroller authorizing branches in con- 
tiguous territory. 

Comptroller McIntosh is known to be a 
strict constructionist with respect to branch 
banking, and it is steadfastly believed that 
he will rule that Congress, in providing to 
limit branches to the limits of the city, 
meant the corporate limits. It is pointed 
out that, at the insistence of the House of 
Representatives, a section written into the 
act by the Senate permitting the establish- 
ment of branches in contiguous territory 
was discarded, so the sanctioning of branch 
banking in contiguous territory would vio- 
late the views of Congress. 


What Are Savings Deposits ? 


HE fact that the McFadden Act draws 

a distinction between savings deposits 
and time deposits makes it necessary for 
the Comptroller to decide what funds are 
to be classified as savings and what funds 
are to be carried as time deposits. Under 
the law, the amount of savings limits the 
aggregate which may be loaned on the 
security of real estate. Up until the Mc- 
Fadden bill was enacted into law, there 
was no express legal warrant for national 
banks doing a savings business. However, 
the banks were permitted to issue certifi- 
cates of deposit and, with the consent of the 
Comptroller of the Currency’s office, were 
permitted to accept special interest accounts, 
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compound interest deposits and other similar 
classes of deposits, which were nothing more 
than savings in another guise. 

It now becomes necessary to distinguish 
between time deposits and savings deposits, 
and, as yet, the exact basis has not been 
revealed. It is definitely indicated that the 
rule of common sense will be applied and 
the deposits classified through a real analy- 
sis. The suggestion has been made that 
those deposits which are entered and with- 
drawn by means of passbooks be considered 
savings. This might prove satisfactory 
in some sections, but it is pointed out that 
national banks, in some states, and particu- 
larly in the Northwest, have refrained from 
using passbooks because they thought fol- 
lowing this practice might afford a basis 
for questioning the legality of accepting 
savings accounts. 

Just how the Comptroller will rule that a 
national bank is to decide what is a savings 
deposit instead of a time deposit is, as yet, 
undisclosed. 


Defining Marketable 
Obligations 


Y far the most difficult task that the 

Comptroller of the Currency faces in 
the realm of new rules and regulations re- 
lates to declaring what may be considered 
as marketable investment securities. 

Conscious of the importance of his rul- 
ings, the Comptroller first decided to seek 
the views of about fifty seasoned men in the 
investment and banking field, to get the 
benefit of their advice. Accordingly a ques- 
tionnaire was prepared and sent out to the 
bond houses, investmen: bankers and com- 
mercial bankers. With the data thus se- 
cured, a preliminary draft of rules and 
regulations will be made and submitted to a 
group of twelve or fifteen practical advisors. 
After receiving their criticisms, the Comp- 
troller’s office will put out the final rules 
and regulations that will govern the national 
banks in their buying and selling of invest- 
ment securities. 

Congress said that the national banks 
should be limited in their dealings to “mar- 
ketable” investment securities, and it is this 
feature which promises to give the most 
trouble. At this stage, it is obvious that 
the real estate mortgage bonds and the un- 
listed securities present real difficulties be- 
cause there is no considerable ready market 
for them. 

In the past, the Comptroller’s office has 
ruled real estate mortgage bonds to be loans 
upon the security of real estate and the 
bank examiners have been able to keep them 
out of the banks’ list of investments. Un- 
less the real estate mortgage bond houses 
can devise some means of giving the se- 
curities a ready marketable value or con- 
vince the Comptroller that they are 
in all respects truly “marketable,” as 
defined by Congress, it appears that their 
status will not be much improved. The sug- 
gestion has been made that the real estate 
bond houses might set up an exchange, 
where these real estate bonds could be traded 
in from day to day. This proposal has been 
made to some of the leading men in the real 
estate mortgage bond business, but it seem- 
ingly has not met with much encourage- 
ment. Some of the bond houses insist that 

(Continued on page 758) 
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The Causes of Bank Failures 


By O. M. W. SPRAGUE 


Professor of Banking and Finance, Harvard University 


Why One Great Area of the United States Has Been Practically 
Immune While the Rest of the Country Has Suffered From 
Failures. An Investigation by a National Committee of Experi- 
enced Bankers and Sectional Sub-Committees Might Help. 


N the supremely important matter of 

safety the recent record of the Ameri- 

can system of independent unit bank- 

ing is far from satisfactory. During 
the last four years, very nearly one-tenth 
of the total number of banks in the coun- 
try have closed their doors and many others 
have been saved from failure only through 
the absorption of losses on doubtful and 
worthless assets by directors and by sub- 
scriptions to additional capital from a wider 
circle influenced by the desire to avert the 
damaging consequences of a loss of confi- 
dence in local banking institutions. 

These failures and near failures do not 
even remotely imply a weak condition and 
poor management in the case of the vast 
majority of the banks. But it is precisely 
because most of the banks now in operation 
are unquestionably solvent and well man- 
aged that self-interest as well as public spirit 
should impel bankers to make a concerted 
effort to work out and put into effect im- 
provements in banking organization and 
practice designed to afford greater security 
to depositors and reduce the mortality rate 
of the banks. 


The Danger of Ill-Considered 
Legislation 


AS in earlier periods marked by numer- 
ous failures, an insistent demand for 
legislative safeguards is to be anticipated, 
and in the absence of constructive’ proposals 
formulated by the banks after careful in- 
quiry, there is grave danger that measures 
will be adopted which will prove burden- 
some to well-managed banks, and at the 
same time fail utterly to accomplish the end 
in view—the elimination of unsound bank- 
ing practices. There are doubtless blind 
alleys and pitfalls other than the guaranty 
of bank deposits. Most certainly, a blind 
alley would be entered if a remedy for bank 
failures were to be sought through the im- 
position upon all’ banks of further restric- 
tions upon the loans and investments that 
they may make. 

Depositors cannot be adequately protected 
merely by restrictions which, even when 
carried to an extreme point, can only nar- 
row the field within which an incompetent 
management will manifest its incompetence. 
Truly effective remedies must be directed 
toward the establishment of arrangements 
under which competent. management of 
banks will be more generally secured, and 
unsound policies in making loans shall be 
checked before solvency is endangered. j 

The bank failures of recent years, ap- 


eeINCOMPLETE 

information about the 
condition of banks is not 
the most serious defect in 
existing supervisory ar- 
rangements. 

“The opinion may be 
ventured that aside from a 
few instances of exception- 
ally skillful dishonesty and 
the special situation created 
by chains of banks succes- 
sive examinations preceding 
failure have regularly dis- 
closed an increasing unsatis- 
factory condition. But in 
making use of this informa- 
tion almost insuperable ob- 
stacles are encountered.” 
—O. M. W. Spracue. 


proaching 3000 in number, furnish a broad 
field for a comprehensive analysis of the 
outstanding defects in the structure and 
functioning of the banking system of the 
country. An investigation conducted by a 
national committee of experienced bankers, 
assisted by sectional sub-committees, would 
seem to be the appropriate procedure and 
with high promise of fruitful results. In 
this article nothing beyond a general pre- 
liminary survey is attempted, and its pur- 
pose will be fully served if it should make 
evident the need for further investigation 
under the auspices of the banking organiza- 
tions of the country. 


Banking Healthy in This 
Area 


) hts failures during the last four years 
have been numerous in all parts of the 
country with the exception of the area in- 
cluded in or adjacent to the four Federal 
Reserve Districts of Boston, New York, 
Philadelphia and Cleveland. This immunity 
from bank failures is doubtless in some 
measure to be attributed to more generally 
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ingly different position. 


favorable economic conditions than have pre- 
vailed in other sections of the country. But 
other and more fundamental and permanent 
conditions favorable to safety in banking 
were also present. 

Throughout the northeastern states the 
local supply of bank credit is in general 
in excess of local requirements. With few 
exceptions, therefore, country banks as well 
as those of the cities must employ funds 
outside their own locality and beyond their 
own circle of depositors. The industrial 
diversity characteristic of the region in it- 
self makes for diversity in local loans, and 
this diversity is further enhanced by the 
necessity of placing funds elsewhere. 

Scattered banks in other parts of the 
country, and particularly banks in the larger 
cities, also enjoy the advantage of local 
diversity in loans and have funds available 
for other employment. But thousands of 
banks in the West and South are in a strik- 
They are estab- 
lished in localities in which there is but 
slight diversity in occupation, localities also 
in which the local demand for accommoda- 
tion commonly tends to absorb all of the 
resources of the local banks and at higher 
rates than can be secured on outside invest- 
ments. 

The more conservative banks, as a mat- 
ter of wise policy, do not employ all re- 
sources locally, and these banks may prop- 
erly resort to reserve banks or to city 
correspondents for accommodation to take 
care of seasonal or other temporary re- 
quirements. At the opposite extreme are 
the numerous banks that make local loans 
to the full extent of their own local re- 
sources, and in addition acquire outside de- 
posits, both public and individual, by the 
offer of a high interest rate, and still. fur- 
ther enlarge the supply of bank credit in 
the locality by securing accommodation 
from reserve banks and city correspondents. 

Banks which follow this course may ac- 
quire prestige in their communities and earn 
large profits for shareholders in years of 
abounding prosperity; but clearly they are 
in no position to withstand successfully a 
long period of adverse conditions. Failure 
is probable unless quite extraordinary care 
and discrimination have been exercised in 
the determination of the amount of credit 
extended to each individual borrower. It 
is a reasonable presumption, however, that 
the lack of caution manifested in the gen- 
eral policy.of a bank will also be- exhibited 
in the quality of the particular loans that 
it makes. 
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When the problem of bank failures 
is approached with full recognition of 
the powerful influence unfavorable to 
safety in banking exerted by the absence of 
industrial diversity and by the intense local 
demand for credit, it becomes evident that 
policies governing the establishment of 
banks have not been sufficiently directed 
toward the maintenance and improvement of 
standards in the management of banks. 
During the decade, 1910-1920, charters were 
granted to an enormous number of new 
banks, a number far in excess of the re- 
quirements of the country. In Iowa, for 
example, a state in which there was no 
increase in population, there were more 
than twice as many banks in 1920 as in 
1910. It is significant that comparatively 
few new banks were organized in this period 
in the northeastern states, and that the 
average size of country banks is greater 
and the per capita number is much smaller 
than in other sections of the country where 
failures have been numerous. 

While there is no exact relationship be- 
tween the size and number of banks in a 
locality and the strength of the banking 
position, it is certain that these are factors 
which have a decided bearing upon com- 
petence in management. A community with 
aggregate banking resources of, say, $5,000,- 
000 will be better served in every way, in- 
cluding safety, by two or three banks than 
by six or more. The excessive number of 
banks induces cut-throat competition for 
accounts, and tends to undermine conserva- 
tive standards in the granting of credit. A 
decided increase in minimum capital re- 
quirements would do much to restrict the 
number of banks within more desirable 
limits, but whatever may be accomplished 
in this direction should be coupled with the 
specific grant of power to the appropriate 
authority, as in the state of New York, 
to decline to approve new charters where 
it is evident that a community is already 
well served by existing banking institutions, 
and that additional competition will serve 
no useful purpose. 


T° convince the public that an unlimited 
number of banks is a potent breeder of 
banking troubles will not be an easy mat- 


ter. The preconceptions to be overcome 
seem to be deeply ingrained. It is clearly 
a task peculiarly appropriate for accom- 
plishment by the bankers associations of the 
several states, since they are in position 
to furnish convincing local color from re- 
cent unhappy experience within their own 
borders. 

The introduction of more exacting char- 
ter requirements is a proposal for which 
general approval from bankers may be pre- 
sumed. Less enthusiasm, to put it mildly, 
is to be expected for proposals of a more 
far-reaching character as a means of re- 
ducing the number of failures, proposals 
designed to secure more effective results 
from bank supervision. Supervision itself 
is unnecessary where banking is conducted 
by a few large institutions, as in England. 
But where the business is conducted by thou- 
sands of banks, large and small, supervision 
of some sort is inevitable and necessary. 
The practical question then becomes the 
determination of the best means of making 
supervision thorough in the examination of 
the banks and effective in the use made of 
the information which examinations dis- 
close. 


N° doubt bank examinations might be 
improved, and in some states very 
materially improved, but incomplete infor- 
mation about the condition of the banks is 
not the most serious defect in existing 
supervisory arrangements. The opinion may 
be ventured that, aside from a few instances 
of exceptionally skillful dishonesty, and the 
special situation created by chains of banks, 
successive examinations preceding failure 
have regularly disclosed an increasingly un- 
satisfactory condition. But in making ef- 
fective use of this information, almost in- 
surmountable obstacles are encountered. 
Governmental authorities may criticize un- 
wise policies, but they can only take action 
when statutes are violated, or upon clear 
evidence of impairment of capital or in- 
solvency. Moreover, even within the field 
of violations of statutes, effective adminis- 
tration is hampered by the common failure 
of legislation to provide penalties other-than 
the cessation of business or a receivership. 

It is highly probable that much more 


than in the past can be accomplished under 
government auspices toward the discontinu- 
ance of unsound practices before the dan- 
ger point is reached. It would be of ad- 
vantage also if reserve banks in extending 
credit to member banks were to attach pri- 
mary importance to the management and 
condition of the borrowing bank and to 
the probable effect of the grant of accom- 
modation upon the position of the depositor. 

But neither government supervision nor 
the reserve banks can be expected to bring 
about the widespread improvement in bank- 
ing practice that most certainly can be se- 
cured through supervision conducted by the 
banks themselves. Clearing House Exam- 
inations furnish ample and convincing evi- 
dence of what might be accomplished 
through associated action by groups of 
country banks. In the absence of such ex- 
aminations, who will doubt that numbers 
of small banks in the outskirts of our large 
cities would have persisted in policies which 
would have led to failure? Banks in this 
class exhibit the same diversities that are 
to be seen in the case of country banks. 
The same wide differences in the experi- ° 
ence and competence of management are 
present, and a not infrequent tendency 
toward an unsafe concentration of loans. 

Proposal to extend on a voluntary basis 
throughout the country supervision by the 
banks themselves, following with modifica- 
tions, Clearing House practice has been 
brought forward by bankers of wide ex- 
perience and foresight. It would, therefore, 
be quite superfluous for the writer to un- 
dertake to formulate a plan of organization 
and indicate methods of operation. This 
article will have amply served its purpose 
if even in a slight measure it hastens gen- 
eral recognition among bankers of the im- 
provement in our banking system that can 
be accomplished by means of supervision 
conducted by the banks themselves. 

The alternative to this policy of self- 
help as a means of affording adequate pro- 
tection to depositors is additional restrictive 
banking legislation, which must necessarily 
be applied to all banks—to those which do 
not need it as well as to those which do. 
It is up to the banker to choose. 


The Spring Meeting at Hot Springs, Ark. 


HE spring meeting of the Execu- 

] tive Council of the American Bank- 

ers Association will be held on May 
2 to 5 at the New Arlington Hotel, at Hot 
Springs, Ark. 

As the administrative authority of the 
Association in the interval between the an- 
nual sessions, the council, composed of 140 
representative bankers from all sections of 
the United States, will hear reports cover- 
ing the activities of organized banking in 
its many phases and consider the adoption 
of any necessary ad interim policies. The 
spring meeting is generally regarded as 
one of the outstanding financial gatherings 
of the year, offering, as it does, such a rich 
opportunity for the appraisal of banking 
developments and the consideration of worth- 
while policies from the national viewpoint. 

The council, as is well known, is mainly 
made up of representatives of the American 


Bankers Association membership in each 
state proportionate to their numbers. The 
national officers of the Association and the 
heads of its various divisions, sections and 
commissions are also members. 

During the four-day session at Hot 
Springs reports will be presented by the 
National Bank, Savings Bank, State Bank 
and Trust Company Divisions of the Asso- 
ciation. These reports cover not only the 
administrative and research work of these 
various sub-organizations in their special 
functions during the year, but also present 
a comprehensive analysis of conditions in 
the various banking fields they represent. 
Reports will likewise be received from the 
American Institute of Banking, the Clear- 
ing House Section of the Association, and 
from its Agricultural, Commerce and Ma- 
rine, Economic Policy, Public Education and 
Public Relations Commissions. Frequently 


these commissions recommend to the coun- 
cil for action findings covering important 
national questions such as agricultural con- 
ditions, transportation and other subjects. 

Two special trains will be run to the 
meeting. One will leave New York on the 
afternoon of April 29, reaching Hot Springs 
without any stopovers early on May 1. 
The return trip is scheduled to start from 
Hot Springs on the evening of May 5, 
with arrival in New York on the morning 
of May 7. The Springtonic special from 
Chicago will depart on April 29, with a stop- 
over on April 30 at St. Louis, where the 
bankers will be the guests of the Clearing 
House bankers. 

Melvin A. Traylor, president of the First 
Trust and Savings Bank, Chicago, as Presi- 
dent of the American Bankers Association, 
will preside over the meetings of the Execu- 
tive Council. 
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The Position of the A. B. A. on™ 
Branch Banking 


By F. N. SHEPHERD 


Executive Manager, American Bankers Association 


Comparison Between Senate and Association in Change of 
Attitude on a Public Question. Problem of Bankers Opposed 
to Branch Extension Was to Find an Anti-Branch Bank 
Policy Which Would Apply With Justice to All Institutions. 


HE bankers of America have been 

charged by no less a personage than 

a member of the United States Sen- 

ate with changing their position and 
not knowing their own minds in the matter 
of branch banking. 

In this general indictment there are some 
elements of truth, but even members of that 
“greatest deliberative body in the world” 
have at times found themselves in a quan- 
dary as how best and with justice to apply 
a general principle. Now and then, in the 
enjoyment of their right of unlimited de- 
bate, even they have been known to change 
their minds after consideration and debate. 
In this they differ little, if any, from the 
banker. 


The Real Problem 


HE real problem before the banker 

opposed to the extension of branch 
banking has been to apply, under the con- 
ditions as they existed, an anti-branch bank 
policy that would deal with reasonable jus- 
tice to all institutions. 

The preponderant sentiment of American 
bankers, repeatedly expressed in state and 
national conventions, is against the exten- 
sion of branch banking—at least outside of 
cities. Within the period of eight years, 
from 1916 to 1924, the American Bankers 
Association, representing the vast majority 
of bankers in the United States, after de- 
bate in general convention twice went on 
record against branch banking in any form. 
Many state associations did likewise. But 
in the meantime the practice grew, and the 
number of states permitting branch bank- 
ing increased to twenty-two. Except to let 
branches into the national system through 
the side door of absorption of state banks 
with branches, the Federal law was silent 
on the subject. Then an Attorney General 
rendered an opinion upon which the Comp- 
troller of the Currency felt warranted in 
permitting national banks to have branch 
offices in the cities where state law permit- 
ted state banks to have branches. 

So, in spite of the general declaration 
against branches, branch banking grew 
apace. Nationally, the country had no 
branch bank policy. 

In February, 1924, there was introduced 
in each House of Congress an identic meas- 
ure known as the McFadden Bill. This 
bill was drawn in the office of the Comp- 
troller of the Currency, and had for its 


primal purpose the modernization of the 
charter powers of national banks, in order 
that they might be put upon a more nearly 
equal competitive basis with state institu- 
tions. It also sought to establish for the 
first time a national policy in regard to 
branch banking. 


Three Main Prohibitions 


O far as members of the Federal Re- 
serve System were concerned, the main 
prohibitions in regard to branch banking 
were: 
1. Against state-wide branch banking; 
2. Against branches in any state where they were 
not allowed to state banks; and 
3. Against branches anywhere except in limited 
number in cities of 25,000 or more in states 
where branch banking was legal for state 
institutions. 

This was without doubt a fair proposition, 
but certain anti-branch bankers felt it did 
not go far enough to suit them. They were 
willing for national banks to have limited 
branch banking rights in cities of more 
than 25,000 in the twenty-two states where 
state banks enjoyed the branch bank privi- 
lege, but they wanted, after the passage of 
the bill, to debar national banks forever 
from those privileges in the twenty-six non- 
branch banking states, even though any one 
or all might later give state institutions the 
same or even greater privileges. 

In the interest of harmony, and believing 
it would be expedient for the bankers to 
unite and help secure the passage of legis- 
lation giving to national banks much needed 
relief on fourteen other points and limited 
branch banking in twenty-two states, the 
national bankers, as represented in the 1924 
Chicago convention, agreed, as a compro- 
mise, to this contention. It was presented 
to the convention, passed without debate, 
and written into the bill as. the Hull amend- 
ments. .In this form the bill passed the 
House of Representatives. 

However, when the matter came for a 
hearing before the Senate sub-committee 
on Banking and Currency, Senator Glass, 
with an exceptional background of study 
and experience in matters pertaining to 
financial legislation, made virtually every 
advocate of the Hull amendments admit 
directly or by implication that the amend- 
ments were unjust and unfair, in that they 
put Congress in the position of granting 
certain charter rights to a national institu- 
tion in one state and denying them, under 
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the same legal conditions, in another state. 
In this view the Senate by vote concurred. 

Although the Conference Committee of 
the House and Senate agreed upon every 
other essential feature of the bill, the Sen- 
ate conferees positively refused to yield, and 
Senator Glass, with unmistakeable tenacity, 
assured the committee that the Senate would 
never pass the Hull amendments. 

Although fortified with the unanimous 
resolution of the 1924 American Bankers 
Association Chicago convention, certain 
advocates of the Hull amendments, for rea- 
sons unfathomable, but peculiarly their own, 
forced the issue upon the 1926 convention 
in Los Angeles. Thus the amendments for 
the first time came for searching analysis 
before an American Bankers Association 
convention, and after a debate of more 
than three hours’ duration a vote was taken, 
which showed that the bankers, as there 
represented, had come to the same conclu- 
sion as had the Senate before them. Later, 
when the amendments were for the first 
time in the House of Representatives sub- 
jected to similar analysis and debate, that 
body took the same view and reversed its 
former position. 


As an Anti-Branch Bank 
Measure 


S an anti-branch bank measure, just 
what is accomplished by the Mc- 
Fadden bill? It puts an embargo upon 
“nation-wide branch banking, - state-wide 
branch banking, county-wide branch bank- 
ing, contiguous-territory branch banking, 
small-town branch banking, branch 
banking anywhere in the United States by 
Federal authority except in a few large 
cities where state banks are already en- 
gaged in branch banking under state law.” 
In the three years’ discussion of the Mc- 
Fadden bill, during which time it was passed 
upon three times by the House and twice 
by the Senate, this controversy over branch 
banking unfortunately obscured from the 
minds of many the real intent, purpose and 
merit of the measure, which, without doubt, 
is the most important piece of legislation 
enacted in recent years. By this law defi- 
nite bounds are put upon the extension of 
branch banking, our unit system of bank- 
ing is preserved, and the modernization and 
control of our national finances through the 
Federal Reserve System is assured. 
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Are Government Bonds Too Rich 
An Investment for Small Banks 


By HERMAN SAFRO 


National Bank of Commerce in New York 


At Some Future Time, the Indications Are That United States 
Bonds Will Sell So High as to Yield Materially Less. Small 
Bank Can Properly Invest Some Part of Its Assets in Them. 
Future Strength Will Probably Show Up in Long Term Issues. 


ITH the prices of long-term 

United States government bonds 

at record levels, the question 

has been raised by many small 
banks as to whether these securities should 
be considered attractive by them. 

In the January issue of THE AMERICAN 
BANKERS ASSOCIATION JOURNAL, the writer 
outlined in brief the position of the various 
United States government bonds in their 
relationship to the investment requirements 
of moderate sized banks. 

Since then the complexion of the govern- 
ment bond market has been changed due to 
the following factors: 

The retirement of $660,000,000 434 per 
cent notes on March 15 and the issuance of 
some $484,000,000 new short term obliga- 
tions in the refunding process, the remainder 
of the money required having been obtained 
from balances already on hand and from 
the March 15 tax receipts. 

The Treasury Department offer of a new 
issue of 3%4 per cent notes, dated March 
15, due in 1932 with optional maturity -in 
1930, issued in exchange for the Second 
Liberty Loan Converted 414 per cent bonds, 
which are optionally due on November 15 
of this year. Those who took advantage of 
this offer received interest to May 15 on 
their Second 4%s without reduction be- 
cause of the earlier redemption. Of the $3,- 
100,000,000 of the Seconds that were out- 
standing somewhat less than half were 
tendered in exchange for the new 3%4s. 

Income tax receipts of March 15, while 
apparently not as high as some people ex- 
pected or hoped, showed a gratifying in- 
crease over last year. 


Supply Is Shrinking 


N consequence of these circumstances, the 

investing public has been brought to a 
sharp realization that the supply of United 
States government obligations is shrinking 
and shrinking rapidly. In consequence, the 
longer term bonds are now selling at the 
highest levels in their history. The prob- 
lem before the small banker is whether at 
these levels they are too rich for his invest- 
ment account. 

The answer will depend on a number of 
conditions. On the side of still higher 
prices for the longer term United States 
bonds _is the certainty of a steady reduction 
of supplies, unless Treasury policy would be 
abruptly altered by some such circumstance 
as war, or other national calamity. Under 


normal conditions, the United States debt 
will be gradually reduced by 

First: Annual sinking fund operations— 
the result of definite appropriation by 
Congress, which is used to purchase bonds 
and to withdraw them from the market. 
They are, however, kept alive and the in- 
terest received on them is used for further 
purchases. 

Second: Surpluses of revenue over ex- 
penditures, estimated in the neighborhood 
of $500,000,000 for the current fiscal year. 

Third: Debt payments of foreign gov- 
ernments which on the present basis amount 
to many millions of dollars annually. 

United States bonds are quite in a class 
to themselves, the world’s premier security 
and from the standpoint of the small bank 
they have the very great advantage of 
eligibility at the Federal Reserve banks. 
Experience has shown that many of the 
frozen and failed banks in the South and 
West would not have had such difficult 
sledding had they sacrificed current return 
for liquidity—for some portion of their 
assets at least. 


Yields Are Low 


A’ the same time prices have now ad- 
vanced to a point where yields, tax 
free, are so low (at the end of March about 
3.35 on the Treasury 334’s; 3.38 on the 4’s 
and 3.34 on the 4%4’s) that the prospective 
purchaser for bank account must take cog- 
nizance of the yields of other classes of 
investments and of their probable trend. 
Those influences which made returns 
from investments high at the close of the 
World War are no longer operative. Capi- 
tal is being accumulated at a fast rate in 
the United States and at a healthy rate in 
a number of European countries. It seems 
certain that over a period the prices of in- 
vestment securities on the American market 
will advance until yields are as low as they 
were before the World War and possibly 
lower. The return on ten prime railroad 


bonds for the five years ended 1905, accord- 
ing to Prof. W. C. Mitchell in his “E,usi- 
ness Cycles,” averaged 3.85 per cent (tax- 
able income). The yield on comparable 
railroad bonds today is about 4.30 per cent 
(taxable income). 

British experience is of some value in 
appraising the outlook here. In 1897, during 
the period of depression following the panic 
of 1893, British Consols sold to yield about 
2% per cent, the lowest yield on them in 
100 years. Due consideration of the various 
factors now operative suggests that at some 
future time United States bonds will sell so 
high as to yield materially less than they 
do now although their advance will, of 
course, be broken by occasional recessions. 

Therefore, the investment of some part 
of the assets of small banks in United States 
obligations cannot be a mistaken policy. 


What Issues Should Be Bought 
Now? 


HE question then resolves itself (as- 

suming, Mr. Reader, that you agree with 
us thus far!) into a discussion of which 
issue should be purchased at this time. 

For our purpose, we will omit the Second 
Liberty 4%4’s as it is generally anticipated 
that the Treasury will refund the remainder 
of this issue upon its callable date, Nov. 
15, and final announcement covering which 
must be made by May 15. We eliminate 
also the Third Liberty 414’s, which fall due 
Sept. 15, 1928. 

These two maturities should be purchased 
mainly by those seeking comparatively short 
term investments and hence are not attrac- 
tive to banks whose available funds are of 
a more or less permanent nature. 

The following issues have a definite posi- 
tion among a bank’s investments : 

Approximate Compared to 


Price 3/30/27 Yield Taxable Yield 
Per Cent Per Cent 


3.54 4.20 
3.58 4.24 
3.34 4.00 
3.38 
3.35 


First Converted 
41%4’s, 1947-32 103 12/32 
Fourth 4%’s, 
1938-33 103 28/32 
Treasury 4%%’s, 
1952-47 113 16/32 
Treasury 4’s, 
1954-44 
Treasury 334’s, 
1956-46 


4.00 
3.94 


108 2/32 


105 18/32 


The first two are attractive for medium 
term maturities, their optional due dates 
being 1932-1933 respectively. 

Future strength, it is felt, will probably 
show up in the three Treasury issues. 
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The Federal Reserve Credit Policy 
Toward Individual Banks 


By MITCHELL IVES 


Continuous Borrowing by Member Bank as General Practice 
Regarded as Not Consistent With Reserve Act. Board Thinks 
Banks Should Borrow Only to Meet Seasonal and Temporary 
Needs. Policy Seeks to Protect Banks Using System Properly. 


OR the first time, the Federal Re- 

serve Board has gone rather fully 

into a candid discussion of the prin- 

ciples that the reserve banks are 
guided by in laying down the credit policy 
pursued in dealing with the individual mem- 
ber banks. 

It is now more than ten years that the 
reserve banks have served as bankers’ banks. 
For the most part, abnormal conditions have 
prevailed. 

The new system had hardly been set up 
before the banks had to meet the unusual 
demands occasioned by war needs. A/fter 
the Armistice, there was the period of in- 
flation with rapidly rising prices and the 
subsequent period of deflation. It has only 
been during the past two or three years 
that the reserve banks have been function- 
ing under what could be considered more 
or less normal conditions. 


Outgrowth of Experience 


HE principles that the Federal Reserve 

Board now enunciate are admittedly the 
outgrowth of practical experiences that the 
regional banks have had in their dealings 
with the 9,000 banks. It is stated frankly 
that these have taken shape to a consider- 
able extent during the year of 1926. The 
principles disclose just what the Reserve 
Board thinks constitutes a proper use of 
the reserve bank credit. It sets forth with 
vigor that continuous borrowing by a mem- 
ber bank as a general practice clearly is 
outside of the intent of the reserve act and 
that resort should be had to the reserve 
banks only to meet seasonal and temporary 
needs. 

As a rule not more than 3000 member 
banks are in debt to the reserve banks at 
any one time and the borrowing is for a 
short period, the average discount or loan 
running slightly less than ten days. It is 
said that probably 99 per cent of the bor- 
rowing goes through automatically on the 
initiative of the member bank, without any 
question being raised by the officials as to 
the use of the reserve bank funds. But, 
as there have been cases of abuse on the 
remaining 1 per cent, the lederal Reserve 
Board, it is indicated, has felt it proper to 
lay down these principles in order that the 
System may protect the banker, who bor- 
tows properly and conducts his own bank 
ma sound manner. 

That the Federal Reserve Board has come 
to the realization that the credit problems 


Proper Use 


HE Federal Reserve 

Board now gives its 
own views of what con- 
stitutes the proper use of 
its vast lending power by 
the individual member 
banks. The funds of the 
reserve banks are intended 
primarily for use in meet- 
ing seasonal and temborary 
requirements. Continuous 
borrowing is to be frowned 
upon. No bank should re- 
gard its borrowing power at 
a reserve bank as a part of 
its own capital. In short, 
a reserve bank is a reserve 
bank. 


of each member bank must be considered 
individually—and somewhat in the same way 
that a commercial bank deals with its own 
borrowers—is brought out in that part of 
its annual report for 1925 that covers 
“relations with member banks.” 

“Discount and open-market policies of the 
reserve banks, which are formulated pri- 
marily with a view to influencing the cost 
and volume of reserve bank credit in use, 
are the principal elements in the system’s 
general credit policy in relation to general 
banking and credit conditions,” the board 
recites. “In their relations with individual 
member banks, however, the reserve banks 
are constantly dealing with a large number 
of problems not involving rates or open 
market policies, and, on the basis of ex- 
perience, progress has been made in 1926 
in the formulation of certain principles of 
procedure in what may be called the in- 
dividual bank credit policy of the reserve 
banks. 

“In the basis 


707 


general, of credit to be 


extended by a reserve bank to its mem- 
ber banks is defined in section 4 of the 
Federal Reserve act, which states that the 
board of directors of a reserve bank shall 
‘extend to each member bank such dis- 
counts, advancements, and accommodations 
as may be safely and reasonably made with 
due regard for the claims and demands of 
other member banks.’ This statement in the 
basic law of the Federal Reserve System 
underlies to a large extent the policy of 
the reserve banks and their attitude in in- 
dividual cases toward extending credit to 
the member banks. The principle set forth 
in the act goes beyond the question of the 
technical eligibility and even of the intrinsic 
soundness of paper offered by a member 
bank to a reserve bank. Even where the 
paper is unexceptionable in every respect, 
the reserve bank must be fully assured in 
addition that further credit may be granted 
to this member, not only ‘safely and rea- 
sonably,’ but also ‘with due regard for the 
claims and demands of other member banks.’ 
This question arises not infrequently in 
cases where a member bank remains con- 
tinuously in debt to a reserve bank for a 
considerable length of time. In such cases 
inquiry may fairly be made as to whether 
the member bank’s use of reserve bank 
credit does not in effect amount to increas- 
ing its own capital out of reserve bank 
funds. Such use of funds arising from a 
cooperative pooling of bank reserves, which 
is the basis of the Federal Reserve banks’ 
lending power, would not be in accordance 
with the spirit of the Federal Reserve act 
and would not be fair to the other member 
banks which may be active competitors of 
the borrowing bank. It may also impair 
the ability of the borrowing bank in case 
of insolvency to meet its obligations to de- 
positors. 


On Continuous Borrowing 


66 HOUGH there are circumstances that 

may explain and justify continuous 
borrowing by a member bank over a consid- 
erable period of time, particularly if the need 
for the borrowing arises from general eco- 
nomic conditions in the borrowing bank’s lo- 
cality, the funds of the Federal Reserve banks 
are primarily intended to be used in meeting 
the seasonal and temporary requirements of 
members, and continuous borrowing by a 
member bank as a general practice would 
not be consistent with the intent of the 

(Continued on page 760) 
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A Legitimate Business in 
Worthless Securities 


SMYTHE does a 
in worthless 


OLAND M. 
legitimate business 
securities. 

“T guarantee that the stocks and 
bonds I sell are worthless,” this unique 
dealer in securities says. “So if they turn 
out to have some value, my customers are 
delighted—and I am not displeased. Dis- 
posing of batches and bundles of these so- 
called worthless securities is just a by- 
product of my business. If I had been re- 
quired to keep all the stock certificates and 
ornately engraved bonds that have come 
into my hands, I would need a warehouse— 
instead of this little office—to hold them.” 

The little office is a 15 by 5 foot nook 
in the Produce Exchange—that historic old 
structure near Bowling Green, in the lower 
part of New York. When he first occupied 
an office in the building, it was one of the 
sights of the city, pointed out pridefully 
as the most imposing structure in the finan- 
cial district. Since its opening in 1878, 
Mr. Smythe has had space in it and has 
been accumulating records of the thousands 
of stocks and bonds of ill-fated and defunct 
companies, 


Worthless Securities Come 
to Life 


66470OU will note,” Mr. Smythe continued, 

in discussing antiquated and obsolete 
securities, “that I am a little cautious about 
using the description ‘worthless—for a 
stock or a bond that for years has been 
reputed to be not worth a continental, may 
become valuable—for one of a_ thousand 
reasons. In my forty years of dealing with 
‘worthless’ securities, I have known of 
many such cases. These are exceptional, I 
must admit, for my records show that the 
obligations of nearly a half million cor- 
porate enterprises are as dead as the dodo 
bird—and just about as valueless. Yet 
every now and then unknown assets belong- 
ing to some defunct corporations are found, 
the rights of a long-forgotten patent be- 
come valuable, some irregularity in the re- 
organization of railroads following a fore- 
closure of the mortgage makes a security 
have a potential value, or there appears 
to be a likelihood of a state making good 
a repudiated obligation—and there is a de- 
mand for some stock or bond. For instance, in 
1903 Boston, Hartford and Erie stock, after 
selling for years at one cent a share, sud- 
denly shot up to as high as sixty cents, and 
there have been a number of similar cases. 


By BRUCE DAVENPORT 


Sells Old Stocks and Bonds Guaranteed to be Worthless. 
Antique Securities, Found in Estates, Seldom Have Value. Min- 
ing Stocks Hopeless, as a Rule. Old Bonds Used as Wall Paper, 
Brought $14,000 to Buyer. Always Chance of Coming to Life. 


Roland M. Smythe 


“There is, of course, no open market or 
continuous bidding for any of these old 
securities. They are not quoted on any 
exchange. Yet at times a lively demand 
springs up for everything in a certain line, 
without any discoverable reason. The whole 
supply in sight is exhausted. Then, for 
years, there may be a lull or a quiescent 
period when the securities are seemingly not 
wanted at any price.” 

“But why should anyone want to buy 
worthless securities?” I asked. 

“The reason that people buy securities is 
because they do not believe they are worth- 
less. No one knows everything about se- 
curities, and the best judges make mistakes. 
There is always the outside possibility of 
making a strike. Many buyers are con- 
vinced that the securities have some value, 
or by proper action can be made of value. 
The buyers of these obsolete stocks can 
lose little—so the largest class, I would say, 
is composed of mere speculators, who pay 
little or nothing for securities in the hope 
that’ some of the bonds or stocks in their 
collections will come to life and bring them 
a handsome reward. 

“Some of these speculative collectors are 
fascinated with the idea of possessing stocks 
that have a nominal—it fictitious—value 
that runs into the millions. Not long ago, 
a New York trust company was designated 
as executor of an estate, which included se- 
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curities having a face value of $50,000,000. 
As nobody seemed to know anything about 
the company which had issued the shares or 
what they were worth, the securities were 
sent along to me for appraisal. I placed a 
value of $100 on them and they were sold 
to me by the trust company for this sum. 
Later I re-sold them to a collector for $110 
but only after I had spent more than $1000 
in looking them up. 

“There is another class composed of men, 
who have been directors or owners of stock 
in corporations, which stock has not been 
fully paid up to the par value. Under the 
laws of some states, the stockholder is lia- 
ble for the difference in price between the 
subscription price of his stock and par 
value. This difference is frequently owed 
to the bondholders. The stockholders, to 
play safe, desire to get all of these bonds 
into their own hands to protect their for- 
tune from some obscure claim. This class 
of buyer is in the market for the old bonds, 
as a rule. 


Bonds As Wall Paper 


667 N recent years, there has been a fad of 
using worthless securities as wall paper 

to decorate dens in houses. I have sold a 
great many securities for that very purpose. 
“Not long ago, a doctor in Yonkers 
bought a lot of securities to paper his den. 
Some time later, I received a communication 
from a man in St. Louis who learned that 
I had acquired through the purchase of un- 
salable remainders in an estate the bonds 1s- 
sued by a defunct coal mining company. 
He told me that the mining company had 
come into possession of a good deal of 
property and that he, as secretary of the 
company, wished to get in touch with the 
present holders of the bonds and call them 
in for cancellation. I replied that the bonds 
had been sold to the doctor in Yonkers, and 
at the same time informed the doctor of his 
unexpected stroke of good fortune. The 
secretary, who had a record of the bonds 
by numbers, asked him to forward _ the 
bonds for redemption but the doctor told 
him this could not be done, explaining that 
they were plastered on the wall. Some time 
later, a representative of the mining com- 
pany went to the doctor’s home in Yonkers, 
climbed up on a step-ladder and cancelled 
the bonds that had come to life. He got 
$14,000 for the bonds that were included in 
a lot of handsomely engraved stocks and 
bonds for which he paid $40. I always ad- 
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vise my customers, who buy securities to 
be used as wall paper, to mount them on 
canvas instead of on plaster. If they are 
found to be worth anything, they can be 
removed successfully for redemption.” 

“It being so easy to buy a large block of 
securities that would impress the unin- 
formed man as having great value for little 
or nothing, are there not many cases where 
they were put to fraudulent uses?” I asked. 

“T know of only one case where a cus- 
tomer of mine has used them to defraud 
others,” Mr. Smythe said. “Many years 
ago, a man bought a trunk full of obsolete 
securities from me. It turned out later 
that he was the notorious “Five Hundred 
and Twenty Per Cent” Miller and he had 
displayed this great mass of securities to 
impress the gullible people of his tremend- 
ous resources and to persuade them to in- 
trust their funds to him. I testified in 
court that these securities were worthless 
and that he knew this when he bought them 
from me for an insignificant sum. 

“There have always been plenty of 
frauds in connection with securities. These 
are of an infinite variety. In recent times, 
there have been a number of cases of 
crooks pledging worthless or forged securi- 
ties as collateral 
for bank loans, but 
none of these 
sharpers have been 
customers of mine. 


CDERHAPS 
the most fa- 
mous fraud of this 
kind was put over 
in the case of the 
state of Virginia 
bonds, which were 
issued in 1882 and 
redeemable in 1900. 
A well-known 
bank note company 
engraved the blank 
bonds for a fund- 
ed debt issue of 
several million 
dollars and shipped 
them to Richmond. 
A dispute arose as 
to who should pay 
the express charges 
on them. The 
state officials de- 
clined to so, 
and so did the 
bank note com- 
pany. Neither 
would give in. The result 
was that the express com- 
pany had the package of blank 
notes on its hands as unclaimed 
express. To recover something 
for its service, the express com- 
pany sold the blanks at auction 
and they fell into the hands of 
a bunch of crooks. The sig- 
natures of the state officials 
were forged and a few years 
later the bonds were used as collateral for 
loans. The forgeries were exposed after 
I checked up with a Virginia official, One 
Boston bank took a loss of a million dol- 
lars on these bonds and a large amount of 
these securities were found in New York 
and Lynn, Mass., banks. 
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“In these days when there are numerous 
instances of forged securities being offered 
to banks as collateral, the real source of 
protection for the banker is to know the 
character of the borrower and to make only 
such loans as are sought by men of good 
repute. A few years ago, it was estimated 
that the amount of the Virginia blank bonds 
out was around $2,000,000. They can easily 
be distinguished by the name of the Kendall 


He climbed up on 


a_ stepladder 


had 
life 


that 


Bank Note Company on the lower edge, the 
date of the bond and its unusual shape.” 
As Mr. Smythe indicated, the sale of these 
obsolete and worthless securities is a side- 
line that grows out of his main business 
of appraising old securities that come from 
the musty strong boxes of estates, giving 


and 
cancelled the bonds 
come 


information about long-forgotten companies 

and determining values on unquoted securi- 

ties in order to fix tax claims. He is the 

author of two thick volumes on obsolete 

American securities and corporations and 
has records of vir- 
tually every stock 
or bond issued dur- 
ing the last half 
century. ser- 
vices are constantly 
sought by larger 
New York banks in 
winding estates 
that contain antique 
securities, although 
he gives information 
on any old security 
for a small fee to 
people all over the 
country. Many a 
dream of a_ huge 
fortune, resulting 
from the discovery 
of an old stock or 
bond, found in some 
remote hiding place, 
is shattered by the 
informatior that he 
supplies. 


T is not often that 

securities found 
in ancient safes or 
hidden recesses are 
found to have value, 
Mr. Smythe says; 
although in some in- 
stances lucky 
individuals have 
learned that a bit 
of ornate paper 
meant small _for- 
tunes for them. 

As a rule, he con- 
fides, the most hope- 
lessly worthless ob- 
solete securities are 
old oil stocks issued 
in the sixties and 
backed chiefly by 
leases on farms. At 
the other end of the 
valuation list come 
the straight state 
gold bonds, which 
have not been final- 

ly tested in the courts. There is 

a fighting chance for some of the 

municipal securities, which have 
been repudiated or defaulted. 
Straight railroad bonds are rated 
next, while just below those are 
the railroad-aid bonds issued by 
the various states, but as a rule 
the state has sought to shift the re- 
sponsibility to the railroad, and the 
carrier has suggested that the bond- 
holders look to the state for satisfac- 
to tion. Railroad stocks come next, Mr. 
Smythe says, as a little more hope- 
less; then industrial stocks; while 
next to oil stocks and, almost on even terms 
with them as to worthlessness, are gold and 
silver mining stocks. 

An indication of just how hopeless the 
situation, with respect to oil stocks is, Mr. 
Smythe admits that he recovered just 

(Continued on page 771) 
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The Present Is a Good Time to 
Review Bank Investments 


By LAURENCE H. SLOAN 


Managing Editor, Standard Statistics Company, Inc. 


The End of Cheap Money Would Bring a Downward Swing In 
Bond Prices. Have Banks Too Few Gilt Edge Bonds in Their 
Record Breaking Portfolios? Trend of Yield is Downward But 
Short Term Future Is Quite Satisfactory. Analyze Your List. 


NE of the anomalies of the pres- 

ent financial situation is that, re- 

gardless of the fact that the 

volume of business being trans- 
acted in this country at the present time 
is still near record-breaking levels, the in- 
vestment portfolios of our banking system 
as a whole are likewise still near record- 
breaking size. This is merely another way 
of repeating the old, old story that money 
is easy—that there still exists a considerable 
margin between what the banking system is 
loaning and what it could loan. 

If the Federal Reserve member banks 
may be considered typical, it appears that 
the combined loans and investments of our 
banks have increased 36 per cent during 
the past five years, whereas investments 
alone have increased by 54 per cent. The 
trend of the investment account, that is, 
has been much more rapidly upward than 
the trend of loans. 

Moreover, the statistics indicate that, 
against every $100 of deposits which the 
commercial banks are carrying on_ their 
books today, about $30 is employed in in- 
vestments. To put the proposition another 
way: for every $100 that the typical com- 
mercial bank is lending to its customers 
for commercial purposes at the present time, 
it is lending around $40 for long term 
employment by industrial and utility cor- 
porations, for employment in real estate 
ventures and for long term use by foreign, 
Federal, state and municipal governments, 
etc. 


Trend of Bond Yields Is 
Downward 


ET up in this fashion, these figures be- 

come rather impressive. They reveal 
that the investment problem of the typical 
bank is today a very large problem. 

The main trend of high-grade bond yields 
has been downward, without important in- 
terruption, since the middle of 1920. Whereas 
sixty high-grade issues yielded something 
better than 6 per cent in mid-1920, at to- 
day’s prices they return only a shade above 
44 per cent. The direction of this move- 
ment is, we believe, thoroughly typical of 
the trend of bond yields in general—both 
in other high-grade issues and in what are 
usually referred to as second grade, or un- 
seasoned, issues. 

It need not be pointed out that the rate 
paid by savings and commercial banks on 


time deposits has not shown a correspond- 
ing decline. Precise data in this respect 
are not available, but sample data suggest 
that, since bond yields reached their peak 
in 1920, the number of banks that have in- 
creased their rates has been larger than 
those that have lowered rates. 

Confronted thus, on one hand, by a stead- 
ily falling return on high-grade bonds and, 
on the other hand, by a stable or rising rate 
paid to savings depositors, one of two re- 
sults must have been inevitable. Either the 
profits derived from savings departments 
must have materially decreased during re- 
cent years, or ways must have been found 
for obtaining investment yields substantial- 
ly higher than those returned by gilt-edge 
securities. 


Bad Spots in Situation 


—— alternate propositions bring us 
squarely face to face with an aspect 
of the trend of bank investments which 
possesses very delicate implications, but 
which, without doubt, may best be handled 
with utter frankness. During the past few 
months there have been a number of im- 
partial observers of the banking process 
who have expressed in one way or another 
a certain feeling of uneasiness which may 
be briefly summarized as follows: 

That the persistently declining yield on 
the best bonds may have, perforce, driven 
a considerable amount of bank investment 
funds into second and even third-grade bond 
issues. 

That foreign bonds, habitually returning 
a high yield, may now be occupying too 
bulky a compartment in the portfolio of 
some of the banks. 

That the same underlying force which 
may have been responsible for the fore- 
going may also have forced an unduly large 
fraction of investment funds into real estate 
mortgages and real estate mortgage bonds, 
and that in some cases the sums given in 
return for these real estate obligations have 
been too generous, in view of the probable 
long term earning power of the property. 

That some banks, at least, may be carry- 
ing too heavy a load of installment paper, 
which averages out satisfactorily, and at 
a high rate of interest so long as this re- 
markable period of prosperity is maintained, 
but which would without doubt give no 
little difficulty in a period of business stress, 
accompanied by declining employment and 
consumer income. 
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That, in a word, the character and com- 
plexion of the investment accounts of an 
appreciable number of banks may have 
changed somewhat during the past two or 
three years, and that in some cases, at 
least, this change may have been a really 
radical one. 

To what extent these fears are justified, 
bankers know better than those who study 
the situation from the outside. At least, they 
are in a position to learn the truth, as it 
applies both to their own institutions and 
to the smaller outlying banks to which they 
customarily grant accommodations. And if 
one may take the liberty of so suggesting, 
the present appears to be an ideal time to 
search for the truth in this respect. If the 
fears which certain persons have expressed 
are without foundation, they should be re- 
futed, and probably should be refuted pub- 
licly. If they have foundation, even in 
a relatively few cases, established banking 
practice will dictate the measures that 
should be adopted. 


Reviewing Investments 


T the Standard Statistics Co. we are 
being constantly asked to review the 
investment holdings of various banks, and 


infrequently called upon to recom- 
schedules and _ percentage 
totals—to say what percentage of a 
bank’s investments should be mort- 
gages, what percentage in mortgage bonds, 
what percentage in foreign government, in 
Federal, state and municipal issues, and 
what percentage in rail, utility and indus- 
trial issues. We are seldom able to answer 
the question in a satisfactory way, holding 
that conditions differ materially in  indi- 
vidual cases. 

There are a few principles, however, 
to which we do adhere with stanch faith- 
fulness in giving counsel along these lines. 

One is that bonds constitute the poorest 
known speculative medium—that those who 
really feel the urge to speculate will find 
infinitely better opportunities, along with 
all the action and all the excitement that 
they need or require, in the common stock 
market. 

Another is that it is better to be care- 
ful ignominiously than sorry spectacularly. 

Still another is that the primary element 
of any investment is safety, and that the 
typical commercial bank, being the key- 
stone of our whole business structure, and 
being charged with responsibilities far 


not 
mend arbitrary 
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transcending those of any other type of 
business organization, should make absolute 
safety the ultimate and infallible test in 
investment commitments. 

All of this may be very old-fashioned ; 
indeed, we are sometimes told that it is. 
If so, we are perfectly willing to have that 
epitaph engraved on our tombstone. 

There are, of course, various degrees of 
safety, and it is the business of such an 
organization as ours to appraise these dif- 
ferent degrees, and to report them in defi- 
nite terms. Thus we have developed our 
own system for rating bond issues. 

The issues which we believe to be of the 
very highest grade—sometimes referred to 
as gilt-edge bonds—we rate Al plus; the 
issues in the class just below that, Al, and 
the issues in the class just below that, A. 
All bonds rated A or higher we believe 
to be safe and sound; whenever any de- 
velopment arises to shake that belief, we 
transfer the issues in question from the A 
class to a lower one. 

Bonds in the B class range, in our judg- 
ment, from issues of the so-called business 
men’s risk type (good, but possessing cer- 
tain drawbacks) to semi-speculative. C 
class bonds range from frankly speculative 
to highly uncertain. And, of course, there 
are still lower grades. 

This system of rating, as well as the 
somewhat similar ones which have been 
used for many years by such organizations 
as Moody’s and Poor’s, constitute a handy 
kit of tools for assaying the investment 
standing of any bond portfolio at any given 
time. We hold unequivocally that any bank, 
the investment holdings of which average 
lower than A according to Moody’s, Poor’s 
or Standard Statistics Company’s ratings, 
is flirting with trouble. We hold that a 
bank portfolio which averages Aa according 
to Moody’s system, A* according to Poor’s, 
or Al according to ours is by no means too 
conservative. 

These are opinions, not guaranteed against 
infallibility. All that we mean to convey 
by them is the assertion that, if we ourselves 
were commercial bankers rather than analysts 
and publishers, we would feel most com- 
fortable when our investment holdings aver- 
aged Al, and that if, at any time, we found 
those holdings averaged lower than A, we 
would take immediate steps to dispose of a 
considerable amount of lower grade issues, 
and to promptly shift into higher grades. 

To the word bond itself there attaches 
a certain amount of magic. There are those 
who assume that anything which is named 
a bond must be safe and desirable per se. 
No conception could be more ridiculous. 
An institution’s financial condition is not 
determined by the percentage of its assets 
that is lodged in bonds, but by the char- 
acter of the issues that are held. And no 
one who buys bonds should overlook the 
fact that super-salesmanship of the most 
aggressive sort has developed within the 
bond-selling field during recent years, that 
one of the most perfectly functioning dis- 
tributing organizations which this country 
ever saw has arisen here, and that this vast 
organization, carrying the heavy overhead 
that it does, must be fed and correspond- 
ingly must disgorge bonds, bonds, still more 
bonds. This statement contains no asper- 
sions, no insinuations; it merely reports an 
obvious fact. 


is another phase of the bond 
investment problem which commands 
attention. 

The generally upward movement of bond 
prices, which has been in progress during 
the past seven years, has been steeper and 
longer than any other upswing which has 
occurred thus far during the twentieth cen- 
tury. Our index of high-grade bond prices 
has risen from 78.2 in July, 1920, to about 
98 flat at the present time—an increase of 
more than 25 per cent. 

Think what this protracted and unremit- 
ting upswing of prices has meant to the 
professional reputations of the bond pur- 
chasers for various banks, insurance com- 
panies and other financial institutiong! 
During the last seven years it has been 
humanly possible, of course, to make grave 
mistakes in the bond market. Indeed, there 
has been hardly any basic line of industry 
which has not had its spectacular defaults. 
But these have been the very exceptional 
cases. Any bond buyer who had intelli- 
gently diversified his purchases, and who 
had made it a rule to eschew the dubious 
and highly speculative issues, would have 
been obliged to sit up nights figuring out 
a way to show anything but a consistent 
profit on his operations during the past 
seven years. To report that average bond 
prices have been rising during that period 
is merely to report that the prices of the 
majority of individual issues have been 
rising. 

It is somewhere toward the top of such 
a long rise as this that one’s senses often 
become dulled to the actualities and realities 
of the situation; to its inherent hazards and 
uncertainties. One is likely to acquire what 
may prove to be a false sense of security, 
a false appraisal of one’s own wisdom. 

It might be, of course, that the long rise 
in bond prices, the long record of glitter- 
ing success achieved by bond buyers, involve 
no hazards or uncertainties. Perhaps this 
business and financial structure of ours has 
freed itself permanently from all adverse 
influences, and perhaps bond prices will con- 
tinue to rise, without important interrup- 
tion, for seven more years. The only thing 
that we securely know is that bond prices 
never had continued to rise over such a pro- 
tracted period of time. 

It might be that prices, after rising some- 
what further, will flatten out and hold rela- 
tively stable for seven, or twice or thrice 
times seven, years. But our experience 
teaches that bond quotations never have 
made a seven-year straight line. Like specu- 
lative stocks, bond prices have been in the 
past always going somewhere—only going 
there more leisurely than stock prices ordi- 
narily go. They have always been in a state 
of flux, both the direction of their move- 
ment and their level at any given time con- 
forming with a remarkable degree of fidel- 
ity to the changes in and the level of in- 
terest rates and purchasing power of the 
dollar. 


HOSE who have refused to taste of the 

dangerous bond market lotus flowers 
hold that none of the underlying forces 
which determine the long-term trend of 
bond prices has been nullified; that the most 
important sustaining force in the market 
is an abundance of credit facilities, and that 
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this sustaining force will function as long 
as, and only as long as, easy money en- 
dures. When our season of money plethora 
comes to an end, there is scant doubt that 
we will witness another downward swing 
of bond prices, such as occurred in 1917- 
1920, 1909-1915, 1905-1907, and 1902-1903. 
When such a movement begins, it will be 
characterized by a considerable amount of 
bank liquidation of bonds, and will to no 
small extent be occasioned by bank liquida- 
tion. That is why point has here been made 
of the fact that the characteristic long term 
behavior of the bond market is that of cyclical 
fluctuation, and that the present might be 
an opportune time to take stock of inven- 
tory—while everything in the bond market 
is rosy, and while average prices are at a 
level higher than at any previous time in 
the past decade. Naturally, in any finan- 
cial situation which dictates bond liquida- 
tion, it will be the second-grade issues that 
will decline most violently in price. 
Emphatically, it should be made clear 
that there is nothing in the foregoing which 
is intended as an alarmist’s cry. So far as 
the short term future is concerned—say the 
next six to twelve months—our studies have 
developed nothing whatsoever to indicate a 
sharp decline in bond values. Indeed, our 
conclusions are precisely the contrary. We 
regard the present level of bond prices as 
justified by prevailing financial conditions 
and as tenable for some time to come, and 
we should not be the slightest surprised 
to see the trend of prices of high-grade 
bonds continue upward for a number of 
months—although at a slackening pace. 


| es raising the question of the bond mar- 
ket’s outlook at all at this time, we are 
merely looking ahead into the long term 
future, and are guiding our expectations, to 
no small extent, by the lessons that eco- 
nomic history has taught. 

Nor are we greatly worried about the 
character of bank investments on the aver- 
age. We see a good many bank bond lists, 
and find the majority of them in a gratify- 
ing condition. But, unhappily, not all of 
them are in that condition. As usual, it is 
chiefly the banks located somewhat off those 
main channels through which the tide of 
market sophistication flow more swiftly, that 
are nearer the border line. Doubtless one of 
the greatest services that the large banks can 
render to their smaller correspondents at the 
present time is that of suggesting—indeed, 
perhaps insisting upon—the desirability of 
a careful study of investment holdings. 

Viewed both from the standpoint of the 
bank as an institution organized for profit, 
and from the standpoint of the bank’s clien- 
tele, one may assume that the best banking 
investment policy comprehends something of 
a compromise with the ultimate—a com- 
promise which does not omit to keep in 
the portfolio a portly backlog of high- 
est grade issues, but one which, at the same 
time, has the courage to carry a certain 
amount of lower grade issues, and the wis- 
dom to chose such second grade bonds as 
will, in the fullness of time, themselves be- 
come high grade. The only warning that 
is implied here is against too much of a 
compromise with the ultimate of conserva- 
tism. A wise and carefully computed com- 
promise, yes; a radical, reckless, or care- 
less compromise, no. 


Secretary Mellon’s Letter 


N all of the discussion on the European debt, there 

is no document exceeding in clarity and logic the 
letter of Secretary of the Treasury Mellon to President 
Hibben of Princeton University. Mr. Mellon’s presen- 
tation of the subject comes like a strong lamp in a 
darkened house. Valuable as it is in its character as 
a plain statement of an intricate financial subject, it 
is not without value in furnishing, as it does, a con- 
trast between the reasoning of a man of business and 
the reasoning of two great groups of academicians. 

The controversy, if such it may be called, might have 
been started by a heart throb, judging from the time 
and the sentimental basis of the plea. Be that as it may, 
forty-two members of the faculty of Columbia Uni- 
versity just before Christmas united in a public state- 
ment suggesting a debt conference with the avowed 
object of either cutting the foreign debts down or can- 
celling them. In March 116 members of the faculty 
of Princeton University, in a statement issued by Presi- 
dent Hibben of that institution, indorsed the Columbia 
idea, whereupon Mr. Mellon expresses surprise that 
these two great groups of university men did not first 
ascertain the facts before publishing conclusions. 

There are two outstanding facts in the debt situation 
which the few who think that we should cancel seem- 
ingly were not familiar with, or at least did not con- 
sider them to be of sufficient importance to deter them 
from advocating a reconsideration of the whole ques- 
tion. 

One of these facts bears directly on the basic argu- 
ment that the loans should be cancelled because they 
were needed to meet a common danger. Mr. Mellon 
compares the Joans, as they have now been scaled down, 
with the sums which nations borrowed after the 
Armistice. 

“Before leaving the question of the purposes for 
which the debts were incurred,” he writes, “may I re- 
mind you that I have already had occasion to point 
out that the present value of these debt settlements at 
5 per cent, a rate less than most of the debtor nations 
now have to pay for money, is, except in the case of 
Great Britain, either less than or approximately the 
same as the amounts borrowed after the Armistice? 

“France’s after-war indebtedness with interest 
amounts to $1,655,000,000; the Mellon-Berenger set- 
tlement has a present value of $1,680,000,000. Bel- 
gium’s post-Armistice borrowings with interest were 
$258,000,000, and the present value of the settlement 
is $192,000,000. The post-Armistice indebtedness of 
Italy with interest is $800,000,000, and the present 
value of its debt settlement is $426,000,000. 

“The principal of Serbia’s post-Armistic indebtedness 
aggregates $16,175,000, and the present value of its debt 
settlement is $15,919,000. The loans to Finland, Es- 
thonia, Latvia, Lithuania, Poland, Czecho-Slovakia, 
Hungary, Austria and Roumania were all made after 
the Armistice.” 

The other fact referred to is that the anxiety of 
the professors for the Europeans is needless because 
the Allies are getting payments from Germany under 


the Dawes Plan, and these payments are compared sta- 
tistically with the payments to be made to us under 
the refunding agreements. 

“Now the fact is,” he continues, “that all of our prin- 
cipal debtors are already receiving from Germany more 
than enough to pay their debts to the United States; 
and France and Italy, with the exception of this year in 
the case of the latter, are receiving from the same 
source more than enough to pay their debts to Great 
Britain also.” 

As Mr. Mellon states in conclusion, the debts have 
been settled and a fair trial may now be had, not on 
theory but in practice. 


Proposed Bank Legislation in Iowa 


HE Iowa Bankers Association last month sub- 

mitted to the General Assembly an impressive doc- 
ument giving a program for bank legislation. The 
program was in two parts, a bill for a better banking 
code and a discussion of conditions, causes and effects 
in the present banking situation of the state. Though 
written primarily for Iowans the statement neverthe- 
less is worthy the attention of bankers in other states, 
for it is born out of the bitter experiences of most 
unusual conditions. 

At the outset the Iowa Bankers Association plainly 
declare that there is no magic power by which legisla- 
tive enactment can convert worthless paper into good 
security. A longer road must be traveled, and out of 
the future material must be found to reconstruct. 

The document reveals that there has been pitiless 
self-sacrifice and high courage exercised by the bankers 
in going through their period of deflation. “Thus,” 
says the foreword, “bankers in the trying years that 
have gone by have sacrificed the earnings of a lifetime 
and the labor of their whole career in order to protect 
their depositors, and as they should do.” 

“The bankers of this state have their feet well on 
the ground in spite of the franticness which at times 
has seized in various localities our good fellow citizens, 
all of which it is now gratifying to say is well in the 
past,” says the statement. “The bankers as a class in 
this state have never lost their heads. They have had 
the broader confidence in their fellow citizens and in 
the resourcefulness of this state. To say this is to say 
much when one knows that to every bank it seems that 
everybody’s losses, whether merchant, professional 
man, farmer or salaried person or those who were 
paying for their homes on the earnings of their daily 
labor were all ‘dumped’ into one institution of the com- 
munity, namely, the bank. There is little wonder that 
such concentration of losses of the good people of our 
communities has been enough to snuff out the life of 
some of our banking institutions. It has been said by 
many, and will bear repeating, that if the borrowers 
were able to pay their notes there never would be any 
bank closings or ‘frozen assets.’ 

“But a loss is a loss no matter in whose hands it 
may be, and everyone is too good a legislator and too 
good an economist to know that legislation does not 
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make bad debts and worthless paper equivalent to 
‘cold bonds.’ And if that cannot be done for the indi- 
vidual, how can it be done for any business institu- 
tion? The ‘longer road’ must be taken, whether we 
will it or not. Every individual must set about to 
rebuild and repair his own financial circumstances in 
proportion as he was caught in the maelstrom of the 
economic disasters that have overtaken us since the 
deflation period set in. There is no magic wand which 
can be wafted and instantaneously lift him out of his 
financial straits, nor do the wheels of time roll in that 
direction. We must go forward and out of the future 
find material with which to reconstruct the economic 
devastation that lies about us. 

“And so as true lowans and citizens of our fair 
state we hold ourselves in readiness to assist you fur- 
ther as you may believe we can. In the meantime, 
may we submit to you the following as a sincere desire 
to aid you in whatever remedial bank legislation you 
may believe passable as befitting the conditions known 
to all, with the certain confidence that when all is said 
and done the fairness, the soundness, the constructive- 
ness, and the ability with which your honorable houses 
are so eminently endowed will leave statutory pages 
on bank legislation as well as on all other legislation 
befitting and dignifying the legislature and the citizen- 
ship of Iowa, to be read with pride by the nation at 
large and by the future of our own state on how you 
met the duty with which the two and one-quarter mil- 
lion stockholders of Iowa entrusted you.” 

Taken as a whole the document may be regarded as 
2 worth-while lesson in banking, all the more valuable 
because it looks present conditions fairly in the face 
and points out the futility of enacting Utopian laws. 


Claims Too Much for the Farmer 


MEMBER of Congress extending his remarks on 
farm relief legislation in the ‘Congressional 
Record’ said of the farmer: ‘He feeds all, clothes 
all, suffers all, supports all, and pays all and yet gets 
the least.” 

If that statement be true the question naturally 
arises as to how the rest of the population puts in its 
time. The first statement comes nearer to being accur- 
ate than the rest of the broad claim, but even that is a 
little too broad for the import records indicate that 
there is considerable amount of foodstuff coming in 
with great regularity, ranging all the way from fruits 
from the far South to Canadian grain from the North. 

Not since the days when the family clothing was 
spun in the farmhouse kitchen did the farmer clothe 
all, and even now he does not produce all the wool 
that we use, any more than America weaves all the 
cloth that it uses. Even if all the wool that were used 
in the United States were raised at home would it be 
quite accurate to thrust aside as of no account the 
work of the weaver, the dyer, and those who manu- 
facture the machinery used in the woolen mills? 

And granted that we raise all of our cotton, is the 
labor of the skilled and unskilled workers in the textile 
industry of no account? Is the labor of those who 
manufacture the machinery and those in the trans- 
portation system who haul the cotton from the place of 
production to the place of manufacture and thence to 
« thousand centers of distribution of no account? 
Are the great investments of capital in textile mills, 
railroads, canning factories and all of the rest of the 
corporations which create markets for farm products 
of no account? If all these workers were eliminated, 
there would also be immediately eliminated the greater 
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part of the value of all the products of the farm and 
field entering into the manufacture of clothing. 

To declare that he “suffers all, supports all and pays 
all” is again to put the rest of the United States into 
the category of useless baggage, for, even if he would, 
the American farmer could not get along without the 
rest of the population any more than the rest of the 
population could get along without him. 

Town and country are inseparably linked. Each 
depends upon the other and the dependence of the coun- 
try upon the city for necessary supplies and for its 
market, is quite as complete as is the dependence of 
the town upon the country for food supplies. 


The “Intolerable”? 62 Years 


DVOCATES of the reduction or the cancéllation 

of the war debt are wont to place emphasis on 

the long period over which payments agreed upon are 

to be made. In effect they say that it is intolerable that 
payments should extend over sixty-two years. 

But why? If Germany had prevailed against 
Europe, as it once seemed probable that she might, 
would the period of payments to the victor have run 
for a shorter period? 

It is easily conceivable, in that unhappy event, that 
in many parts of Europe children born at the time 
of the final German victory might have iived and 
worked under more onerous burdens all their lives. 

From youth to old age they would have been paying 
tributes to the victors instead of repaying a loan to 
friends. They would, it is assumed, have no greater 
business and commercial opportunities to get together 
the means to pay tribute to Germany than those now 
opened to them. Dating from the Armistice, they have 
freedom unassailed, but from what time would some 
of these peoples date their freedom after the larger 
punitive payments had been finished? 

All of the effects of war go on down through the 
years, and the financial effects are subject to the same 
compelling influence. We see this in the payments 
that our own government is making in pensions on 
account of the wars in which we have engaged. Sixty- 
two years have elapsed since the Civil War, yet there 
are over 333,000 persons on the pension list on account 
of that war. A full century and fifteen years more 
are between us and the War of 1812, yet still we are 
paying for that. Of course, these payments are in no 
sense comparable in size with the World War debts— 
though our total pension bill in 1926 was $207,844,348 
—but it is not amounts we are discussing, but periods 
over which payments are extended. 

The effects of wars are not easily wiped out, and 
we doubt if any man is wise enough to say in this year 
of 1927 that absolute cancellation would be in the na- 
ture of a benediction on the peace of the world. 

In the times to come—say three generations hence— 
students of history and of statecraft might for all that 
any man now knows to the contrary amply prove that 
the wholesale cancellation which a small group has 
proposed had been an influence for evil! 


T HE swan song of panics was sung with the passage 
of the McFadden bill, which extended the charters 
of the Federal Reserve banks indeterminately, accord- 
ing to John G. Lonsdale, the St. Louis banker. By 
perpetuating the system and keeping the bank issue 
out of the seething cauldron of political flurry, he 
observes that “we have missed our last big chance in 
this country for an old fashioned panic of the un- 
mitigated, violent type.” 
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The Taxation of Farms and Banks 


By THORNTON COOKE 


President, Columbia National Bank, Kansas City, Mo. 


Land and Bank Shares Pay Disproportionate Share of Cost 
of Maintaining Government. Local Taxes Not Likely to Come 
Down. State Income Taxation Offers the Way to More Satisfac- 
tory Basis. Old General Property Tax System Has Broken Down. 


ARMERS and bankers have a griev- 

ance in common. Both say that in 

states where the general property tax 

is still the chief source of revenue— 
and in most of the states it is—land and 
bank shares have to pay a greatly dispro- 
portionate share of the cost of maintaining 
government. This is because real estate and 
bank capital, unlike other forms of property, 
are exposed to the view of the assessor, the 
former physically and the latter in pub- 
lished, official reports. 

In most of these general property tax 
states bank capital is assessed far more in 
proportion than farms, and most bankers 
would be glad indeed to establish their right 
to be taxed only so much ad valorem as 
farmers pay. Both, however, can show that 
they are paying a great deal more than own- 
ers of equal values of stocks, mortgages 
and bonds. 

The sense of unjust taxation had no small 
part in the movement for the fixing of 
agricultural prices, as provided for in the 
McNary-Haugen Bill. From 1921 to 1923, 
according to Warren and Pearson in The 
Agricultural Situation, the sales of wheat 
from American farms would about pay the 
tax bill; and while the price was better for 
a time after that, it is not far above the 
1923 average now. -In Ohio, Indiana and 
Wisconsin, according to The Year in Agri- 
culture, 1922, farm taxes took less than 10 
per cent of farm income in 1913, but about 
33 per cent in 1921. No wonder the farmer 
is aggrieved. The present Secretary of 
Agriculture recently expressed the feeling 
of the farmers about the relative tax bur- 
dens of town and country. “The whole 
present system of taxation is based upon the 
conditions of four generations ago,” he said. 
“A disproportionate part of the taxes for 
state use is still drawn ‘from real estate. 
The movement of old-time industries from 
country to city has never been allowed for 
in shaping the taxation policy. It is time 
now that we have some broadening of the 
support for institutions, like schools and 
roads, that serve all the people. The cities 
will eventually have to assume a share of 
the tax burden more in keeping both with 
respect to benefits derived and likewise abil- 
ity to pay.” 


Banker Is Worse Off 


wert is the banker’s point of view? 
He feels that in taxation the farmer 
has the advantage of him. In a Survey of 
Bank Taxation conducted by the American 
Bankers Association’s Committee on State 
Taxation in 1925, correspondents in thirty- 


eight states compared the taxation of farms 
and banks. Three states seemed to be tax- 
ing these two forms of property equally, 
value considered. Five taxed banks less. 
In thirty states bank shareholders paid more, 
the discrimination against them running 
from small amounts in some states to 400 
per cent in some New Mexico cases. 

In many states bank shares are assessed 
at 100 per cent of capital, surplus and un- 
divided profits, while farms, and even city 
real estate, are assessed, so the Survey indi- 
cates, at 25 to 50 per cent, and in only a 
few states higher than half of its value. 

Bankers in Oklahoma and Missouri, in 
fact, have been so aggrieved by this dis- 
crimination, plainly illegal, that they are 
now in court asking to have their own 
assessments revised downward to the real- 
estate level. 


Farmers’ Taxes More 


ROPORTIONATELY, the farmer’s as- 

sessment has grown most during the period 
of rising state and local expenditures that has 
followed the war. Bank assessments were 
already so high that relatively they could not 
be raised so much as farm levies. Farm 
taxes per acre increased 126 per cent from 
1913 and 1914 to 1921 and 1922. In Kansas, 
from 1913 to 1923, the price of land per 
acre went up 28 per cent, while taxes in- 
creased 132 per cent. Land prices are de- 
cidedly lower now than four years ago, but 
taxes have come down only a little. 

The tendency is to assess Smith’s farm 
each year about the same as the year before. 
This works both ways, of course. While 
land was rising in value during the long 
swing from 1896 to 1920, the assessment 
on many a good farm in the Mississippi 
Valley was hardly changed. If Smith’s 
farm in Saline County, Missouri, was as- 
sessed at $15 per acre in McKinley’s time, 
it was probably taxed on the same valuation 
in Wilson’s day, when it would easily have 
sold at $100. Before the World War the 
complaint was probably justified that the 
land owner was not paying his share of the 
expenses of government, that he was profit- 
ing by the rise in the price of farm prod- 
ucts, a rise largely due to the growth of 
population and to the greater efficiency and 
purchasing power of city dwellers, ‘but was 
avoiding taxes by the simple expedient of 
getting his friend, the county assessor, to 
report the same valuation used for fifteen 
years. Remembering those times, it is hard 
for bankers to admit, but probably true, that 
the farmer now has a taxation grievance of 
his own. 
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It is unnecessary here to repeat the story 
of deflation. Anyway, this is clear, that 
farm taxes rose with income during the war, 
but did not fall much when incomes fel! 
or turned to deficits. 


Taxing Bank Losses 


LL the states but five tax banks on 
an ad valorem basis, and that is usu- 
ally and very naturally the book value of 
their stocks, readily calculated from the 
reports banks must publish in the news- 
papers several times a year. A banker can 
hardly tell the assessor that the value of 
his bank’s shares is anything less than the 
figures given to the public as an inducement 
for deposits, and to the Comptroller of the 
Currency or the State Bank Commissioner 
as evidence of the bank’s condition. 

There may be paper in the note case on 
which substantial loss is possible. The 
banker must charge it off—and so adver- 
tise in his next public statement a misfor- 
tune which may perhaps never happen—or 
pay taxes on a book value which includes 
the questionable paper. Of course the 
banker ought to make provision for the loss, 
but many a struggling little bank has kept 
on paying taxes, in effect, on doubtful paper 
rather than show its surplus diminished or 
wiped out. More than 3000 banks failed in 
the six years ending June 30 last. 

But just as the farmer who diversified 
his products and did not speculate in land 
came through all right, so the banker who 
diversified his loans and did not aid specu- 
lation, who always inquired, before lending 
money, where the money was coming from 
to pay him back, and when—that banker 1s 
doing business still. Of course he had 
losses, and he realizes the injustice of the 
ad valorem taxes he pays, but he is solvent. 

So far as the banks and the farmers are 
concerned, the farmers insist that their land 
taxes have gone up more than bank taxes 
in recent years, and ought to come down. 


Why Taxes Went Up 


OW, taxes are not likely, in the aggre- 

gate, to come down at all. Why did 
they go up? There was, of course, the fall 
in the value of money, so that it takes more 
dollars now to buy the same volume ot 
supplies and the same amount of work. But 
also we are undertaking in a public way to 
do things that we did not attempt to do 
governmentally or as communities a few 
years back, and we have since expanded be- 
yond anticipation such enterprises as were 
already functions of state and local govern- 
ment. 
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Education, largely teachers’ wages, is the 
largest single item in farm taxes. A Kan- 
sas cattleman complained to the writer one 
day that the taxes on his ranch had been 
raised in order to send out a bus each morn- 
ing to bring the children of the township 
to school. And on the same day a rich 
city resident dropped in to complain because 
money was being spent in the new high 
school for a swimming pool and a gymna- 
sium. But are we likely to take swimming 
and athletics out of our educational pro- 
grams? Or cooking? Or sewing? Or car- 
pentry? The teaching of these subjects costs 
money—money that we did not have to 
spend a few years ago. Education costs 
accounted for 63.9 per cent of the increase 
of farm taxes in Kansas per $1,000 selling 
value between the periods 1916-18 and 1921- 
1923. Are we likely to spend less money 
on roads and bridges? They are generally 
the second item in importance in the farm- 
ers’ tax account. In Kansas the enlarged 
expenditures for them made up 21.3 per cent 
of the increase for the five-year period just 
mentioned. Of more than local significance 
are the studies by Prof. Eric Ecklund of 
state and local taxation in Kansas. See 
Bulletins 232, 234, 235 Kansas State Agri- 
cultural College, Manhattan. 

The cost of state and local government is 
not likely to fall. Taxpayers do not really 
want it to fall. Agricultural experiment 
stations? How, without them, should we 
learn how to conquer the corn borer, the 
cotton weevil, and the other insects that 
contend with the human race for the prod- 
ucts of the earth? Inspection of milk and 
other foods? Water supplies and sanita- 
tion? Hospitals? The decline in the rate 
of deaths from typhoid and tuberculosis— 
the lengthening of the span of life—all are 
worth the taxes they cost. Street paving? 
We want more of it. Lighting? How could 
we face the crime wave if it were curtailed? 
No, those things that farm taxes pay for 
and those things that bank taxes help sup- 
ply are not going to be diminished. 


What Can Be Done? 


HAT can be done, then, about taxes? 

When the banker asks to have his 
assessments lowered—and in most states his 
shares are the form of property most high- 
ly taxed—the farmer meets him with the 
argument that too much city property, other 
than real estate, escapes taxation now. It 
is unfair, of course, thus to blame the 
banker for the fact that owners of intangi- 
bles evade taxation; but the farmer feels 
that bankers are one with the citizens who 
could well afford substantial contributions 
to public expenditures, but escape with little 
taxation. 

The farmer, therefore, is constantly seek- 
ing to “uncover the hidden wealth of the 
cities.” There was a crop of bills for that 
purpose in the state legislatures last winter. 
The farmers want states and counties to 
employ tax ferrets and place upon the tax 
tolls stocks, bonds and mortgages that have 
escaped the general property tax heretofore. 
They want also to make merchants pay the 
general property tax upon the full inven- 
tory value of their stocks of “goods. The 
movement cannot be stopped merely by busi- 
ness men showing each other how unjust 
and impossible such policies are, for they 
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are the result of a deep feeling that must 
be reckoned with. If, as Colbert said, the 
art of taxation consists in plucking the goose 
with the least squawk, we must modify our 
system. We are getting too much squawk 
from two important classes, the farmers 
and the bankers. 

Let us admit that in most states too much 
wealth does escape taxation because not 
exposed to view. What is the best gauge 
of what a man’s taxes should be? Certain 
direct benefits and services he ought to pay 
directly for: Gasoline taxes, which measure 
pretty well the use he gets out of roads and 
pavements; recording fees for deeds he 
causes to be inscribed upon the public rec- 
ords. For the great bulk of public expendi- 
tures, no one has thought of a better meas- 
ure of contribution than capacity to pay. 
So far as real estate is concerned, a levy 
upon its market value will measure as well 
as anything else the capacity of the owner 
to pay taxes. 

As to intangibles, the general property tax 
has never been effective. It reaches little 
of such property unless death has forced it 
upon the probate records, and then it is 
taxed at a time when, if ever, it should 
be free. 

The general property tax does well enough 
in the early days of any region. There is, 
then, little but tangible property, and most 
of that real estate. Economic progress, how- 
ever, creates wealth in many forms, and 
after a generation there are men of large 
means who own relatively little tangible 
property. States now are bringing intangi- 
ble property out for taxation by recogniz- 
ing that it is not capable of bearing the 
same rate of taxation that is applied to real 
estate. If the combined state and local rate 
is 3 per cent, and a man is taxed $30 on 
a 5 per cent $1,000 mortgage or bond he 
owns, so having his net income reduced to 
2 per cent, he will, of course, own no mort- 
gage or bond on the next assessment day— 
at least none that can be found. 

More and more states are adopting the 
principle of lower rates for intangible prop- 
erty. Pennsylvania led off seventy years 
ago, and sixteen states have followed with 
more or less comprehensive programs, three 
of them in 1925. Bank shares have not 
often been classed for taxation at the lower 
rates established in some states for intangi- 
bles. In Kansas, however, which had a tax 
rate for intangibles of one-quarter of 1 per 
cent, the United States District Court has 
very recently held that Kansas cannot tax 
bank capital at more than that. The state 
will appeal the decision. Since it was ren- 
dered the legislature has doubled the rate. 


Is State Income Taxation 
the Way Out? 


le state income taxation the way out? For 


banks it probably is. One benefit would 
be that an income tax would not penalize 
the provision of large capital for a bank or 
the building up of a large surplus. The 
general property tax does involve this pen- 
alty. The desire to avoid taxation deemed 
unequal has kept down the capitalization of 
banks in general property tax states, and 
cannot have failed to have had something 
to do with the multitude of bank failures. 
Then, too, income taxation appeals to the 
sense of fairness and efficiency. 
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For a number of years, indeed, state banks 
and trust companies have in some states been 
subject to income taxation, in most cases 
small. Until 1926, when Congress broad- 
ened the power of the states to tax na- 
tional banks, it was not practical for the 
states to adopt a modern, scientific and prac- 
tical taxation system. At that time Con- 
gress provided that a state might tax a 
national bank (a) on its net income, or 
(b) by an excise tax according to or meas- 
ured by its net income, or (c) by taxing its 
dividends as personal income, or (d) by 
taxing its shares as the property of share- 
holders. The state may tax a national bank 
upon its income and may also tax its divi- 
dends when received by its shareholders, 
but with that exception is limited to some 
one of the four forms of taxation just men- 
tioned. For example—and on this point the 
Association’s Committee on State Taxation 
receives a good many inquiries—a state may 
not tax the dividends received by national 
bank shareholders and also tax their shares 
under the general property tax. 

Until it became practicable to tax all 
banks on their income, it was difficult to 
establish the income system for the taxa- 
tion of other corporations and of individ- 
uals, although some states didso. New York 
promptly took advantage of the opportunity 
to make its tax system homogeneous, and 
from March 31, this year, its banks will pay 
a 4% per cent income tax. Massachusetts 
promptly re-enacted the law of 1925 so as to 
remove any doubt there may have been as 
to its validity. Massachusetts corporations, 
including banks, pay up to 6 per cent on 
income. State banks, national banks and 
other corporations can now be taxed in pro- 
portion to their income on a basis of per- 
fect equality; and that is what Massachu- 
setts and New York have provided for. The 
Wisconsin legislature in 1925 passed a bank 
income tax bill, but the governor vetoed it. 
A similar bill is before the legislature this 
year. 


Taxing Personal Property 


qrar™ that change their tax systems will 
need to consider the proper treatment of 
the various forms of personal property. In 
New York, money and intangible personal 
property of individuals and corporations are 
exempt from direct taxation, being, of 
course, reached by the income tax. This is 
true also of the tangible personal property 
of banks and other business corporations. 
In practice, the assessment of personal prop- 
erty of individuals in all states is unequal 
and arbitrary. Many say that New York 
is likely soon to exempt such property en- 
tirely. 

The revenue system of Massachusetts is 
in many respects like that of New York, 
especially in the importance of income as 
a basis of taxation. Real estate in both of 
these commonwealths continues on an ad 
valorem basis; to tax it on its income 
would place a premium on _ inefficient 
use of such property. The owners of city 
lots held for rise in price would, of course, 
like to pay on income instead of on sale 
value. The income would probably be rent 
from billboards, and so it would not cost 
much to wait for the unearned increment. 
Of course that would not do. Farmers, too, 

(Continued on page 773) 


State Taxation of National Bank 


Three Important Decisions U.S. Supreme Court. 


Shares 


By THOMAS B. PATON 


General Counsel American Bankers Association 


Competitive 


Moneyed Capital Defined. Tax Invalid in Wisconsin and 


Minnesota. 


Kentucky Tax Upheld. Kansas and Iowa Share 


Tax Also Held Invalid. Income Taxation of Banks the Solution. 


HREE important decisions declar- 

ing the invalidity of the taxation 

of shares of national banks by the 

states of Wisconsin and Minnesota, 
but upholding such taxation by the state of 
Kentucky, have been concurrently handed 
down by the Supreme Court of the United 
States, the opinions of the court being de- 
livered by Mr. Justice Stone on March 21. 
These decisions all involve the same ques- 
tion, namely, whether the tax imposed un- 
der the statutes of these states respectively 
was at a greater rate than that imposed 
upon other moneyed capital in the hands 
of individual citizens of the state employed 
in substantial competition with national 
banks. If so, the tax would be invalid as 
a violation of Section 5219 U. S. Revised 
Statutes, which forbids taxation at such 
greater rate. In Wisconsin, where the tax 
in question was assessed for 1921, and in 
Minnesota for 1921 and 1922, the evidence 
in both cases showed that Section 5219 had 
been violated; in Kentucky, however, with 
reference to taxes assessed on bank shares 
for the years 1919, 1920, 1921 and 1922, the 
evidence was held’ not sufficient to show a 
violation. 

In addition to these three Supreme Court 
decisions, there have been two decisions 
within the last two months by Federal courts 
in Kansas and Iowa to the effect that Sec- 
tion 5219 has been violated because of taxa- 
tion of national bank shares in those states 
respectively at a greater rate than upon 
other moneyed capital in substantial com- 
petition with national banks. 

We will attempt to condense the vital 
points of all these decisions as matter of 
useful information. To better understand 
them, it may be well, first, to recall the 
governing law, Section 5219 U. S. Revised 
Statutes. 


The Governing Law 


ECTION 5219 U. S. Revised Statutes 

contains the Congressional permission to 
the states to tax national banks. Prior to 
March 4, 1923, the sole method by which 
the states could tax national banks, aside 
from their real estate, was by taxation of 
their shares as the property of their share- 
holders. This permission, however, was 
coupled with two restrictions, one relating 
to the place of taxation of the shares of 
non-residents and the other providing that: 


“The taxation shall not be at a greater rate than 
is assessed upon other moneyed capital in the hands 
of individual citizens of such state.” 

Under repeated court decisions, this re- 
striction was narrowed down so that it did 
not embrace all moneyed capital in the 
hands of individual citizens, but only mon- 
eyed capital employed in such way as to 
bring it into substantial competition with 
the business of national banks. On March 
4, 1923, this restriction was amended so as 
to read: 


“The tax imposed shall not be at a greater rate 
than is assessed upon other moneyed capital in the 
hands of individual citizens of such state coming 
into competition with the business of national 
banks, provided that bonds, notes and other evi- 
dences of indebtedness in the hands of individual 
citizens not employed or engaged in the banking 
or investment business and representing merely 
personal investments not made in competition with 
such business, shall not be deemed moneyed capital 
within the meaning of this section.” 


The amendment, consisting of the addi- 
tion of the italicized portion, was incor- 
porated in Section 5219 as again amended 
March 25, 1925. The amendment to Sec- 
tion 5219 of March 4, 1923, which was 
amplified and perfected by the amendment 
of March 25, 1925, added provisions which 
permitted states to tax national banks on 
net income, or according to or measured by 
net income, or to tax shareholders on divi- 
dends, as alternatives, in lieu of the taxa- 
tion of shares. A full explanation of these 
amendments and their effect was published 
in the JouRNAL of the Association for April, 
1926, in an article entitled “Income Taxation 
of National Banks.” The decisions now un- 
der review have no relation to the income 
tax provisions of Section 5219; they all 
involve the right of the state to tax the 
shares of national banks under the restric- 
tions imposed by that section upon share 
taxation. Furthermore, except in the case 
decided by the Federal Court in Kansas, they 
all relate to share taxation under the lan- 
guage of the old restriction before it was 
amended in 1923; at the same time it is 
made clear by the Supreme Court that the 
same conclusions would have been reached 
under the amended section. Mr. Justice Stone 
in the Wisconsin case stated: “The amend- 
ment (of 1923) did no more than put into 
express words that which, according to re- 
peated decisions of this court, was implied 
before. By its terms the amendment ex- 
cludes from moneyed capital only those per- 
sonal investments which are not in competi- 
tion with the business of national banks.” 
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Governing Principles Stated 
in Wisconsin Case 


HE principles governing the taxation by 

the states of national bank shares, in- 
cluding the precise meaning and effect of 
the moneyed capital restriction, are stated 
by the Supreme Court of the United States 
in the Wisconsin case and are applied to the 
facts developed in that case as well as in 
the Minnesota and Kentucky cases. 

In the Wisconsin case, the First National 
Bank of Hartford, Wis., brought suit to 
recover from the city of Hartford the tax 
assessed and paid under protest for the year 
of 1921 upon its shares of stock. The Trial 
Court held the assessment illegal and gave 
judgment for the plaintiff. On appeal the 
Supreme Court of Wisconsin reversed the 
judgment, which judgment is, in turn, re- 
versed by the Supreme Court of the United 
States, and the judgment of the Trial Court 
upheld. 

By Section 70.31 of the Wisconsin statutes, 
an ad valorem tax is assessed upon all 
shares of banks, including national bank- 
ing associations, as personal property within 
the assessment district in which the bank 
is located. Section 70.11 exempts from such 
taxation “all moneys or debts due or to 
become due to any person, and all stocks 
and bonds, including bonds issued by any 
county, town, city, village, school district, 
or other political subdivision of this state, 
not otherwise specially provided for.” 

Acting under the above statutes, the tax- 
ing authorities in Wisconsin taxed the 
shares of stock of the bank in question, but 
made no assessment and levied no tax upon 
credits or intangible property other than 
shares of stock in banking corporations. 
The state did impose a tax upon incomes, 
including incomes derived from credits, but 
it was not questioned that this tax was 
not to be taken as an equivalent or substi- 
tute for the ad valorem tax. 

The Supreme Court of the United States, 
pointing out the restrictions upon share 
taxation imposed by Section 5219, said that 
the phrase “other moneyed capital” does not 
embrace all moneyed capital not invested 
in bank shares, but only that which is em- 
ployed in such way as to bring it into sub- 
stantial competition with the business of 
national banks. 
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Substantial Competition in Ad- 
dition to Discrimination 
Must Be Shown 


i E Supreme Court points out that from 
the sections of the Wisconsin Statute 
cited it appears that the tax statutes of Wis- 
consin discriminate in favor of moneyed 
capital and capital investments within the 
state represented by credits or intangibles, 
and against that invested in banking cor- 
porations. “But,” the court continues, 


“It is not sufficient -to show this discrimination 
alone. The validity of the tax complained of de- 
pends upon whether or not the moneyed capital 
in the state thus favored is ——— in such a 
manner as to bring it into substantial competi- 
tion with the business of national banks. 


“The question thus raised involves considera- 
tions both of fact and of law. To answer it, it 
is necessary to ascertain the nature and extent 
of the moneyed capital in the hands of individual 
citizens within the state and the relation of its 
employment, in point of competition, to the busi- 
ness of plaintiff and other national banks. It is 
necessary also to ascertain the precise meaning 
to be given the statute as applied to the facts in 
hand in order to determine whether the particular 
moneyed capital and the particular competition 
with which we are here concerned are moneyed 
capital and competition within the spirit and pur- 
pose of the statute. 


“The question is thus a mixed one of law and 
fact, and in dealing with it we may review the 
facts in order correctly to apply the law.” 


Evidence in Wisconsin Case 
to Prove Competition 


HE Supreme Court then proceeds to 
review the evidence. It states: 


“The evidence shows that plaintiff in the course 
of its business receives deposits, loans money, has 
a savings department, deals in exchange, buys and 
sells notes, government and other bonds, discounts 
commercial paper and acquires real estate mort- 
gages by loan and purchase. On the trial, plain- 
tiff called numerous witnesses who gave testimony, 
uncontradicted by defendant, tending to show the 
nature and extent of various classes of moneyed 
capital in the hands of individuals in the state 
and the nature of its employment in competition 
with the business carried on by national banks. 


_ “There are real estate firms engaged in lend- 
ing money to individuals in the vicinity of plain- 
tiffs banking house, the amount thus _ loaned 
amounting annually from $250,000 to $300,000. 
According to the testimony, the making of these 
loans affords the same competition to plaintiff 
as loans made by banks. And similar conditions 
obtain throughout the state. 


“There are various individuals, co-partnerships 

and corporations in the vicinity engaged in the 
business of acquiring and selling notes, bonds, 
mortgages and securities. Substantial capital is 
employed in their business. Others, having their 
place of business in Milwaukee and in Chicago, 
are engaged within the state in the business of 
buying and selling securities both in the vicinity 
of plaintiff’s banking house and elsewhere, and 
employ capital for that purpose. 
. “Securities thus acquired and offered for sale 
include public utility and other forms of bonds, 
notes and farm mortgages. In 1921, one com- 
pany alone, having its place of business in Mil- 
waukee but doing business throughout the state, 
including the vicinity of plaintiff’s bank, sold 
approximately $25,000,000 of bonds and _ other 
securities. This company is shown to be affiliated 
with and its stock held principally by stockholders 
of the First Wisconsin National Bank of Mil- 
waukee, and to have been organized for the pur- 
pose of taking over the business of the bank in 
dealing in securities. 

“Neither the capital employed in these various 
enterprises by individuals or corporations, so far 
as invested in the credits. nor the shares held by 
investors in such corporations are subjected to the 
ad valorem tax. 

“Upon this evidence, the trial court found that 
during 1921 moneyed capital in the hands of in- 
dividual citizens in the vicinity of plaintiff’s bank- 
ing house, amounting to many hundreds of thou- 
sands of dollars, which was not assessed for taxa- 
tion nor taxed, was employed in a manner which 
brought it into competition with the business con- 
ducted by national banks, including that of plain- 
tiff. It also found that moneyed capital to the ex- 
tent of millions of dollars held by individual 
citizens throughout the state, and employed in a 
manner which brought it into competition with 
such banks, was similarly exempt from this taxa- 


tion. 
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Erroneous View of Wisconsin 
Supreme Court 


T Supreme Court points out that the 
State Supreme Court held it was not 
concluded by these findings of mixed law 
and fact, and reached the conclusion that 
there was no capital in the hands of indi- 
vidual citizens which was invested or used 
in substantial competition with the capital 
invested in the shares of national banks. 
This conclusion was based on the ground 
that under the Wisconsin Statutes all per- 
sons, firms and corporations doing a bank- 
ing business are required to incorporate 
as banks, and in consequence of these stat- 
utes “there are no concerns or individuals 
within the state of Wisconsin engaged in 
enterprises in which the capital employed in 
carrying on its business, is money, ‘where 
the object of the business is the making 
of profit by its use as money,’ except banks.” 


inns Supreme Court of the United States, 
however, says: 


“But the Wisconsin statutes requiring those 
engaged in the banking business to incorporate as 
banks are npreemty limited in their application to 
those engag in ‘soliciting, receiving or accept- 
ing of money or its equivalent on deposit as a 
regular business.” Wis. Stat. 1923, section 224.02. 
They have no application to transactions already 
described which formed the basis of the trial 
court’s finding that competition existed. 

“It is not denied, and indeed it affirmatively 
appears from the evidence, that there are -in- 
dividuals, firms and corporations in Wisconsin, not 
required by its laws to be incorporated as banks, 
engaged in the business of loaning money on the 
security of notes, bonds, and mortgages, and buy- 
ing and selling securities, all involving investment 
and reinvestment by them and their customers. 
Through the activities of these business concerns, 
large investments are made and remade in, such 
securities. Large amounts of capital are thus 
employed in some of the ordinary banking activities 
although these individuals and firms do not receive 
deposits. 

“The state court did not ignore this evidence. 
It conceded that the local tax statutes were in 
fact discriminatory. But it apparently construed 
the decisions of this Court as requiring equality 
in taxation only of moneyed capital invested in 
businesses substantially identical with the business 
carried on by national banks. 

“Consequently, since that class of business 
must under the Wisconsin statutes be carried on 
in corporate form and capital invested in it is 
taxed at the same rate as national bank shares, 
other moneyed capital, as defined in section 5219, 
within the state, it thought, was not favored. Under 
this view, if logically pursued, capital invested in 
business engaged in some but not all of the ac- 
tivities of national banks as well as that em- 
ployed by individuals in investment and reinvest- 
ment in securities such as we have described could 
not be considered in determining the question of 
competition.” 


When Moneyed Capital 
Competes 


NONTINUING, the 
Says: 


Supreme Court 


“But this Court has recently had occasion, in 
reviewing the earlier decisions dealing with this 
subject, to point out that the requirement of ap- 
proximate equality in taxation is not limited to 
investment of moneyed capital in shares of state 
banks or to competing capital employed in private 
banking. The restriction applies as well where the 
competition exists only with respect to particular 
features of the business of national banks or 
where moneyed capital ‘is employed, substantially 
as in the loan and investment features of banking, 
in making investments by way of loan, discount or 
otherwise, in notes, bonds or other securities, 
with a view to sale or repayment and reinvest- 
ment.’ First National Bank v. Anderson, 269 
U.S. 341, 348. 

“In so doing, it followed the holding in Mercan- 
tile Bank v. New York, 121 U.S. 138, 157, that, 

“*The terms of the act of Congress, therefore, 
include shares of stock or other interests owned 
by individuals in all enterprises in which the 
capital employed in carrying on its business is 
money, where the object of the business is the 
making of profit by its use as money. The 
moneyed capital thus employed is invested for that 
purpose in securities by way of loan, discount, or 
otherwise, which are from time to time, according 


to the rules of the business, reduced again to 
money and reinvested. 

“Tt includes money in the hands of individuals 
employed in a similar way, invested in loans, or 
in securities for the payment of money, either as 
an investment of a permanent character, or 
témporarily with a view to sale or repayment and 
reinvestment. In this way the moneyed capital 
in the hands of individuals is distinguished from 
what is known generally as personal property.’ 

“The amendment to section 5219 (Act of March 

4, 1923, c. 267, 42 Stat. 1499), passed after the 
present tax was levied, provides that ‘bonds, notes, 
or other evidences of indebtedness in the hands 
of individual citizens not employed or engaged in 
the banking or investment business and repre- 
senting merely personal investments not made in 
competition with such business, shall not be deemed 
moneyed capital within the meaning of this sec- 
tion.’ (Italics ours.) 
. “It is said that this enactment is a legislative 
interpretation of section 5219 as it stood prior to 
the amendment; that consequently a narrower in- 
terpretation must be given to this section than in 
earlier cases, and that under the section before and 
as amended, personal investments of individuals 
should, under no circumstances, be deemed in- 
cluded in the term competing capital. 

“But as was pointed out in First National Bank 
v. Anderson, supra, 350, the amendment did no 
more than put into express words that ‘which ac- 
cording to repeated decisions of this Court was 
implied before. By its terms the amendment 
excludes from moneyed capital only those per- 
sonal investments which are not in competition with 
the business of national banks. 

“Competition may exist between other moneyed 
capital and capital invested in national banks, 
serious in character and therefore well within the 
purpose of section 5219, even though the competi- 
tion be with some but not all phases of the busi- 
ness of national banks. Section 5219 is not di- 
rected merely at discriminatory taxation which 
favors a competing banking business. 


Manner of Employment of 
Moneyed Capital Determines 
Competition 


66 OMPETITION in the sense intended arises 

not from the character of the business of 
those who compete but from the manner of the 
employment of the capital at their command. No 
decision of this Court appears to have so qualified 
section 5219 as to permit discrimination in taxa- 
tion in favor of moneyed capital such as is here 
contended for. 

“To so restrict the meaning and application of 
section 5219 would defeat its purpose. It was in- 
tended to prevent the fostering cf unequal com- 
petition with the business of nativnal banks by the 
aid of discriminatory taxation in favor of capital 
invested by institutions or individuals engaged 
either in similar businesses or in particular opera- 
tions or investments like those of national banks. 
Mercantile Bank v. New York, supra, 155. 

“With the great increase in investments by in- 
dividuals and the growth of concerns engaged in 
particular phases of banking shown by the evi- 
dence in this case and in State of Minnesota v. 
First National Bank of St. Paul, today decided, 
discrimination with respect to capital thus used 
could readily be carried to a point where the busi- 
ness of national banks would be seriously curtailed. 


Moneyed Capital Employed in 
Same Transactions as National 
Banks Competitive 


66 UR conclusion is that section 5219 is vio- 

lated wherever capital, substantial in amount 
when compared with the capitalization of national 
banks, is employed either in a business or by pri- 
vate investors in the same sort of transactions as 
those in which national banks engage and in the 
same locality in which they do business. 

“Some of the cases dealing with the technical 
significance of the term competition in this field 
were decided before national banks were permitted 
to invest in mortgages as they now are. Act of 
Dec. 23, 1913, c. 6, section 24, 38 Stat. 251, 273; 
Act of Sept. 7, 1916, c. 461, 39 Stat. 752, 754; 
Act of Feb. 25, 1927, section 24. 

“And others go no further than to hold that in 
the absence of allegation and proof of competi- 
tion with national banking capital, it cannot be 
said that an_offending discrimination exists. And 
it is not sufficient to show that untaxed capital is 
invested in loans and securities without showing 
also that the class of investments favored is open 
to national banks. 

“Here, large amounts of capital are shown to 
be invested in businesses carried on throughout the 
state which are of the same character as some 
though not all of the business carried on by na- 
tional banks. In two fields at least, loans and 
sales of credits, capital thus employed is shown to 
he in substantial competition with that of national 
banks. 


| 

©] 


718 


Court’s Comment on Evidence 


ad Uy evidence might have been directed more 
in detail to the ¥ wy character of the com- 
petition. But that offer 

when it was shown that national banks in the state 
of Wisconsin having a capital and surplus in ex- 
cess of $50,000,000 are engaged in the business of 
making loans, and that there is an extensive loan 
business in the state not subjected to the tax bur- 
dens of national banks, and it was testified directly 
that this business came into competition with the 
business of plaintiff and other national banks, we 
think that the finding of the trial court was sup- 
ported by the evidence and should not have been 
disturbed. 

“There was also, we think, sufficient evidence 
that private individuals as investors of surplus 
funds are engaged in loaning money at interest on 
real estate mortgages and other evidences of in- 
debtedness such as normally enter into the busi- 
ness of banking, and that these investments are of 
substantial amount. 

“We do not conceive that in order to establish 
the fact of competition it is necessary to show that 
national banks and competing investors solicit the 
same customers for the same loans or investments. 
It is enough as stated if both engage in seeking 
and securing in the same locality capital invest- 
ments of the class now under consideration which 
are substantial in amount. 


Power of National Banks to 
Deal in Bonds 


ed is argued that national banks are not au- 
thorized to deal in bonds or other evidences of 
indebtedness and that section 5219 was not in- 
tended to protect them from discriminatory taxa- 
tion in favor of moneyed capital employed in a 
business in which they may not engage. But it is 
not necessary for the purposes of this case to de- 
termine the precise limits of their powers. 

“They are given authority, in addition to loan- 
ing money, to exercise all such ‘incidental powers’ 
as shall be necessary to carry on the business of 
banking ‘by discounting and negotiating promis- 
sory notes, drafts, bills of exchange, and other 
evidences of debt.’ Section 5136 Revised Statutes. 
They are authorized, with certain limitations, to 
loan money on real estate mortgages. Act of Dec. 
23, 1913, supra; Act of Sept. 7, 1916, supra; Act 
of Feb. 25, 1927, section 24. 

“Here plaintiff is shown to have investments in 
real estate mortgages and to be engaged in selling 
them. The sale of mortgages and ‘other evidences 
of debt’ acquired by way of loan or discount with 
a view to reinvestment is, we think, within the 
recognized limits of the incidental powers of na- 
tional banks. Compare First National Bank v. 
Anderson, supra, 348; Mercantile National Bank 
v. New York, supra, 156. 

“To that extent the business of acquiring and 
selling such mortgages and evidences of debt, car- 
ried on by numerous individuals, firms and cor- 
porations in Wisconsin, comes into competition with 
this incidental business of national banks. That 
the exercise of this incidental power has become 
of great importance in the business of national 
banks appears from the Report of the Comptroller 
of the Currency for 1924, 44 et seq., showing that 
approximately one-third of the investment of na- 
tional banks consists of Government, railroad, pub- 
lic service Corporation and other bonds, and ‘col- 
lateral trust and other corporation notes,’ 


Actual Discrimination 
Forbidden Although No 
Unfriendly Intention 


66TD INALLY it is said that section 5219 is di- 

Frected to an unfriendly discrimination or hos- 
tile attitude on the part of a state, and that here 
the Wisconsin legis!ation was not dictated by such 


consideration, since the challenged exceptions 
were merely incidental to the adoption of a State 
policy of substituting, so far as possible, an in- 
come for a personal property tax. 

“But a consideration of the entire course of 
judicial decision on this subject can leave no doubt 
that state legislation and taxing measures which 
by their necessary operation and effect discrimi- 
nate against capital invested in national hank 
shares in the manner described are intended to be 
forbidden. 

“The questions here considered arising from the 
application of an ad valorem tax are not affected by 
the amendment of section 5219 by the Act of 
March 4, 1923, c. 267, 42 Stat. 1499, which per- 
mits in lieu of the ad valorem tax on shares of 
national banks either a non-discriminatory tax on 
the income of national banks or on the income de- 
rived from their shares.” 


The foreging considerations led to a re- 
versal of the judgment of the Supreme 
Court of Wisconsin. 


ed was uncontradicted, and 
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The Minnesota Case 


ew questions raised in State of Minne- 
sota vs. First National Bank of St. Paul 
are similar to those considered and decided 
in the Wisconsin case, and are disposed of 
by the Supreme Court by the application 
of the principles there considered to the 
facts developed in the Minnesota case. 

The state of Minnesota brought suit to 
recover from the bank taxes assessed against 
its shareholders for the years 1921 and 1922 
which the bank resisted on the ground that 
the assessment was at a higher rate than 
on moneyed capital employed in competi- 
tion with national banks. The Trial Court 
gave judgment for the state, but on appeal 
this judgment was reversed by the Supreme 
Court of Minnesota and a new trial or- 
dered. Upon a second trial, had upon the 
record of the first, the District Court held 
that at the time of the assessment of the 
taxes in question “a substantial and rela- 
tively material portion of the money and 
credits so listed and assessed in said Ram- 
sey County consisted of moneyed capital in 
the hands of individual citizens of said 
county, coming into competition with the 
business of national banks in said county, 
and with the business of said defendant.” 
Judgment in respondent’s favor was affirmed 
by the Supreme Court of Minnesota, 205 
N. W. 375. The Supreme Court of the 
United States granted certiorari, 269 U. S. 
550; Jud. Code, Section 237 (b). 


Discriminatory Statutes in 
Minnesota 


ISCUSSING the case, the 
Court said: 


_“Under the Minnesota statutes, shares of na- 
tional banks and the moneyed capital of banks or 
mortgage loan companies organized under the laws 
of the state are assessed and taxed at 40 per 
cent of their full value in the district where 
located. Gen. Stat. 1923, section 2023; Laws of 
1921, c. 416. Money and credits are taxed at the 
rate of three mills on the dollar of their full cash 
value and are exempt from all other taxation. Gen. 
Stat. 1913, section 2316; Laws of 1911, c. 285. 
Mortgages upon real estate and executory con- 
tracts for the sale of real estate are separately 
taxed at a lower rate; 15 cents per $100 where 
the period to run is for five years or less, and 25 
cents per $100 on mortgages and contracts for a 
longer period. Gen. Stat. 1913, section 2301, et 
seq.; Laws of 1921, c. 445. Money is defined as 
goid and silver coin, all forms of currency, and 
all deposits subject to withdrawal on demand. 
Credits include every demand for money or other 
valuable thing. Gen. Stat. 1923, section 1980; 
Laws of 1917, c. 130. Under these statutes money 
and credits, as defined, are taxed at the three-mill 
rate and mortgages on real estate at a lesser rate. 


Supreme 


Discriminatory Tax on Bank 
Shares 


6¢,T appears that the tax assessed upon the 

shares of respondent was sixty-seven mills in 
1921 and sixty-one and one-half mills in 1922. Al- 
though based upon a 40 per cent valuation, the 
actual rate upon the shares was higher than the 
prescribed tax of three mills per dollar of full 
valuation of money and credits, and therefore was 
discriminatory. Petitioner argues that in its ac- 
tual operation the tax on national bank shares is 
no greater than the tax on credits, since under the 
statute individuals are taxed at the rate of three 
mills upon the full value of their credits without 
deducting their liabilities, whereas in taxing bank 
shares, the liabilities of the banks are deducted 
from their assets in ascertaining the 40 per cent 
valuation of their shares. Therefore, it is urged, 
if bank shares were taxed at the same rate with- 
out deducting the bank’s liabilities in ascertain- 
ing the value of their shares, the amount of the 
tax would be approximately the same. This argu- 
ment ignores the fact that the tax authorized by 
section 5219 is against the holders of the bank 
shares and is measured by the value of the shares, 
and not by the assets of the bank without deduc- 
tion of its liabilities, Des Moines National Bank 
v. Fairweather, 263 S. 103, and that the bank 
share tax must be compared with the tax assessed 
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on competing moneyed capital of individuals jn. 
vested in credits, or the tax on capital invested 
by individuals in the shares of corporations whose 
business competes with that of national banks, 
Mercantile Bank v. New York, 121 U. S. 138, 
156, 157; First National Bank v. Anderson, 269 
U. S. 341, 348. Thus compared, the actual tax 
imposed upon the shares of respondent, like the 
tax imposed upon credits in the hands of indi. 
viduals, is assessed without deducting the liabilj. 
ties of their individual owners, but at different 
rates. This discrimination is prohibited by sec. 
tion 5219 if moneyed capital in the hands of indi- 
viduals in Minnesota is employed in substantial 
competition with national banks within the state,” 


Evidence Showing Competitive 
Character of Money and Credits 


et evidence shows that there were money 
and credits listed for taxation in the entire 
state during each of the years in question in ex. 
cess of $400,000,000, exclusive of municipal bonds 
and recorded real estate mortgages, and in Ram- 
sey County alone, where respondent conducts its 
‘banking business, there were like money and 
credits in excess of $83,000,000, all of which were 
subject to the three-mill tax. The evidence shows 
that in Ramsey County there were listed for taxa- 
tion for 1921 in the hands of individuals, promis. 
sory notes amounting to $2,481,446, and bonds, ex- 
clusive of tax exempt bonds and real estate mort- 
gages to $7,595,975; for 1922, notes to $1,648,810, 
bonds to $9,931,955. There was invested in those 
years in real estate mortgages in Minnesota over 
$185,000,000 annually, The investment of national 
banks in Minnesota in those years in real estate 
mortgages was in excess of $19,000,000; in United 
States Government bonds in excess of $41,000,000, 
and in other securities $33,800,000. The share 
value of national banks in Minnesota in those 
years, not including real estate, was a little more 
than $60,000,000, and less than two-thirds of their 
total investment in the securities mentioned. 

“Note brokers within the state in those years 
made loans to their customers upon paper which 
they sell to banks and other investors, amounting 
to as much as $100,000,000 annually. Much of 
this paper is sold outside of the state, but the 
amount sold to banks and to individuals within 
the state is substantial. One class of this paper 
known as ‘cattle loan paper’ exceeded $22,000,000 
annually in the years in question, and of this $13,- 
000,000 was sold to banks, corporations, firms and 
individuals in Minnesota. The amount shown to 
have been sold to individuals approximated $1,000,- 
000. Eleven business concerns to whom respon- 
dent made loans, borrowed from their own officers 
and employees in one of the years in question 
about $1,500,000. 

“Individuals and corporations using substantial 
capital are engaged within the state in business 
as investment houses, dealing in bonds and mort- 
gages, such as normally enter into the business of 
banking. Two such corporations in Ramsey 
County had a capital aggregating $2,250,000. One 
of them sold $13,000,000 of bonds in Minnesota in 
1922, and had sold prior to May 1, 1921, mort- 
gages which were still outstanding aggregating 
more than $25,000,000.” 


Lower Taxation of Competitive 
Moneyed Capital Proved 


EVIEWING the evidence and affirm- 

ing the judgment in favor of the bank 
in this case, the Supreme Court of the 
United States says: 


“Taken as a whole, the evidence tends to show 
without material contradiction that there is a large 
amount of moneyed capital in the state employed 
in normal banking activities such as loans, pur- 
chases and sale of notes, bonds and real estate 
mortgages, and that large amounts of capital are 
invested and reinvested in such securities by in- 
dividual investors within the state. 

“But petitioner asserts that it does not appear 
from the record whether those engaged in the busi- 
ress of note ‘brokers or in the business of acquir- 
ing and selling securities are individuals or cor- 
porations, and the amount of capital employed by 
any of them is not indicated. While this asser- 
tion is not borne out completely by the record, in 
the view we take, its truth is not of controlling 
consequence. The businesses and _ activities de- 
scribed could not be carried on in the volume in- 
dicated without the employment of large amounts 
of capital and, in fact, some corporations engag 
in these activities were shown to have a large cap- 
italization. It was not necessary that the partic- 
ular amounts be specified. That capital, if in- 
vested in the business of individuals, is moneye 
capital in the hands of individual citizens, within 
the meaning of section 5219. If invested in cor- 
porations, as aopents in some instances, the share 
capital in the hands of shareholders is likewise 
moneyed capital within the meaning of that sec- 
tion. 
“It is said- also that the evidence as to indi- 
viduals was that large amounts of credits, includ- 
ing bonds, mortgages and notes were acquired by 
individuals by loan or purchase in the state an 
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county, but that there is no evidence tending to 
show that any of these securities were held or em- 
ployed by individuals in banking or investment 
business or in any other business. But as we have 
held in First National Bank of Hartford v. City 
of Hartford, the competition guarded against by 
section 5219 may arise either from the employ- 
ment of capital invested in a business, even though 
the competition be with some but not all phases of 
the business of national banks, or it may arise 
from the employment of capital invested by insti- 
tutions or individuals in particular operations or 
investments like those of national banks. 

“It is also urged that the record does not admit 
of a finding that the funds invested in these credits 
come into competition with national banks within 
the meaning of section 5219. To this it is an- 
swered by respondent that the court is required to 
take judicial notice of general conditions to which 
the law applies, and that the taxing laws of Minne- 
sota construed in the light of conditions generally 
known, show upon their face that they create a 
discrimination against national banks not per- 
mitted by the Federal act. 

“But it is unnecessary for us to enter upon the 
field of judicial notice, for it clearly appears from 
the evidence, as the court below found, that a large 
proportion of these investments consisted of in- 
vestments of individuals out of surplus funds 
which they were investing and reinvesting in 
bonds, mortgages and other evidences of indebt- 
edness, and that these transactions or continued 
activities are such as normally constitute an im- 
portant part of the business of banking as_con- 
ducted by respondent and other national banks in 
Minnesota. “There is direct evidence, also, that the 
investments of individuals in this type of security 
aggregating large amounts lessen the opportunity 
for the investment of capital by national banks. 
The only witness called by petitioner admitted that 
to some extent such competition existed. In this 
state of the record we think the findings of the 
state court are sfipported by the evidence. 

“That capital of individuals thus soning in- 
vestment and reinvestment in competition with the 
capital in national banks is moneyed capital com- 
ing into competition with the business of national 
banks within the meaning of section 5219 is the 
effect of our decision in First National Bank of 
Hartford v. City of Hartford, supra, and other 
cases there considered.”’ 


The Kentucky Case 


N Georgetown National Bank vs. McFar- 

land, the bank brought suit to enjoin the 
County Tax Officials from assessing or col- 
lecting taxes on shares of its stock on the 
ground that the assessment and tax were 
at a higher rate than assessed on moneyed 
capital employed in competition with the 
business of national banks. Judgment for 
the plaintiff was reversed by the Court of 
Appeals of Kentucky, whose judgment is 
affirmed by the Supreme Court of the 
United States. The court says: “The case 
comes here on writ of error, and disposi- 
tion of it may be made upon the principles 
applied in First National Bank of Hartford 
v. City of Hartford, decided this day.” 


Kentucky Tax Statutes 
Discriminatory 


Bene Supreme Court, referring to the 
Kentucky Statutes, said: 


“By section 4019a, sub-section 10 (Carroll Ky. 
Stat. 1922), money in hand, notes, bonds and other 
credits, whether secured by mortgage, pledge or 
otherwise, or unsecured, are subject to taxation 
for state purposes only at the rate of 40 cents per 
$100. By section 4092 of the same act, shares in 
national banks, state banks and trust companies 
are placed in a separate class and made subject 
both to the state tax at the 40-cent rate and to 
local taxes as well. The statute thus discrimi- 
nates in favor of moneyed capital in the form of 
credits which are subject only to the state tax.” 


Reasons for Denial of Claim 


BU while discriminatory, the court de- 
nies the bank’s contention that the evi- 
dence showed discrimination in favor of 
moneyed capital coming into competition 
with the business of national banks. Affirm- 
ing the judgment of the Court of Appeals 
of Kentucky, the Supreme Court of the 
United States says: 


_ “Plaintiff in error, seeking to establish that the 
favored capital was in competition with national 
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banks, relied principally upon the proof that there 
were substantial amounts of capital invested in 
the state by individuals in bonds, notes, accounts 
and mortgages, aggregating approximately $1,500,- 
000, which it is contended represents moneyed cap- 
ital in competition with national banks. But plain- 
tiff made no attempt to show that there were other 
businesses or courses of investment in the state 
employing moneyed capital in competition with its 
business or that of other national banks. The 
evidence with respect to capital invested by indi- 
viduals, taken as a whole, falls short of establish- 
ing that the capital thus used is employed sub- 
stantially as in the loan and investment features 
of banking in making investments by way of loan 
or discount or in notes, bonds and other securities, 
with a view to sale or repayment and reinvest- 
ment. 

“The Court of Appeals of Kentucky, following 
the state practice, reviewed the evidence, conclud- 
ing from it that ‘no material part of the capital 
held by the individuals is so invested as to come 
in competition with the national banks.’ 

“The evidence is set forth in the record. In 
some particulars it is conflicting, and the conflicts 
are such that their resolution by the Court of Ap- 
peals should be accepted by us. It cannot be said, 
either, that the finding is without evidence to sup- 
port it or that it certainly is against the weight of 
the evidence. In the course of the opinion the 
Court of Appeals gave more attention than we 
think justified to the difference between short-time 
and long-time loans and to the readiness with 
which the banks obtain loans, notwithstanding the 
competition alleged, but even after making due 
allowance for this we think the finding should not 
be disturbed. It does not depart from, but gives 


’ effect to, the principles announced in the decision 


just made in First National Bank of Hartford v. 
City of Hartford.” 


Kansas Intangible Tax and 
Mortgage Registration Statutes 


ge ge prior to the above decisions 
of the Supreme Court of the United 
States in the Wisconsin, Minnesota and 
Kentucky cases, the District Court of the 
United States for the District of Kansas, 
First Division, handed down a decision in 
Central National Bank of Topeka v. Mac- 
Farland, County Treasurer (rendered Feb. 
2, 1927, by Judge John C. Pollock, District 
Judge), which is useful for attention in 
connection with the cases above decided. 
The court holds that the statutes of Kan- 
sas whereunder moneys and credits and 
mortgage loans are taxed at the rate of 
25 cents per $100, and escape further taxa- 
tion, while the tax imposed upon the shares 
of the complaining bank was at the rate of 
$3.23 per $100 of valuation, constituted a 
violation of Section 5219. 

The bank paid under protest the tax at 
the above rate as of March 1, 1925, and 
brought an action at law for its recovery. 
It contended that the rate so paid was 
greater than by the law of the state levied 
upon and collected from other moneyed 
capital in the hands of individual citizens. 
To sustain its contention, it pointed out the 
enactment by the state of certain statutes, 
namely, the Intangible Tax Law of 1925 and 
the Mortgage Registration Statute of 1925. 
The Intangible Tax Law, after defining 
“money and credits” in Section 1, prescribed 
by Section 2 that an annual tax shall be 
levied upon moneys and credits as follows: 


“That money and credits as hereinbefore de- 
fined shall hereafter be subject to an annual tax 
of 25 cents per annum on each $100 of the fair 
cash value thereof; and shall hereafter be exempt 
from all other taxation: Provided, that nothing in 
this act shall be construed to apply to money or 
credits, as herein defined, belonging to persons or to 
corporations incorporated under the laws of this 
state, the taxation of which is otherwise provided 
for by law, or to any national banking association, 
or the stock thereof.” 


Kansas Statutes Held 
Discriminatory 


ECIDING affirmatively the bank’s con- 
tention, the Federal District Court 
said: 
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_ “Now that the terms money and credits as de- 
fined in this act may be employed in the same 
manner and in the conduct of the same kinds of 
business by individual citizens of the state as the 
money invested by shareholders is employed by 
national banks is entirely too clear for argument. 
This is another case of res ipsa loquitur. Yet, 
money capital so employed by an individual citi- 
zen in making loans direct or in combination with 
his fellows pays only 25 cents per $100, and the 
banking corporation must pay upon its funds so 
employed in this case $3.23 on the $100 valuation. 

“Again, by virtue of chapter 273, Session Laws 
of the state, 1925, individual citizens of the state 
may personally or in combination with othets em- 
ploy their moneyed capital in the making of mort- 
gage loans and by the simple payment of a regis- 
tration fee on such mortgage of 25 cents per $100 
make such loans or investments free from all sub- 
sequent taxes, no matter how long said mortgage 
may run or how long such secured debts may re- 
main outstanding. Again, while such mortgages 
could to a certain extent be held by national banks, 
yet all of its funds cannot be so employed as the 
funds of other individuals and combinations may 
be. When we come to measure the validity of an 
act done in the exercise of a power conferred it 
is not determined by what is actually done there- 
under but what may be done. 

“T am convinced from the acts of the legisla- 
ture of the state above referred to, thereunder 
the authority conferred by Congress on the state 
to tax national banks and their shares is and may 
be violated and that capital of the citizens so in- 
vested is being discriminated against in the taxa- 
tion of other property employed in similar man- 
ner. The same conclusion is reached bv a con- 
sideration of the actual facts known and proven 
to exist in the case.’ 


It appeared that the state of Kansas, in 
1924, adopted an amendment to its Consti- 
tution so as to read: 

“The Legislature shall provide for a uniform and 
equal rate of assessment and taxation except that 
mineral products, money, mortgages, notes and 
other evidence of debt may be classified and taxed 
uniformly as to class as the Legislature shall pro- 
vide.” 

The state contended that the legislature 
had a right to classify national banks with 
all other banks for the purpose of taxation, 
and as the classification made by the legis- 
lature had been upheld by the Supreme Court 
of the state, the plaintiff bank had no claim. 
The Federal court, however, denied the con- 
tention and held that the right of the state 
to classify property for taxation had “no 
application whatever to the qualified power 
of the state to impose any tax at all upon 
national banks or shares held in such banks. 
In this case the right of the state to tax 
is by Congress restricted and limited, and 
this power must be taken and exercised by 
the state cum onere, or not at all. 

“It follows, the right conferred by ‘Congress 
on the state to tax the property of the plaintiff 
bank in this case or its shares within the state 
on condition only has in the enactment of its laws 
and in practice been violated. Therefore, the tax 
imposed in this case on the plaintiff is without 


power and judgment for the plaintiff as prayed 
must go.” 


Discriminatory Taxation of 
Competing Moneyed Capital 
in Iowa 


N the case of Munn, Treasurer of Polk 

County, vs. Des Moines National Bank, 
decided by the United States Circuit Court 
of Appeals, Eighth Circuit, Feb. 28, 1927, 
suit was brought by the Des Moines Na- 
tional and two state banks in Des Moines 
to enjoin the County Treasurer of Polk 
County from collecting taxes from their 
shareholders on their stocks in these banks 
in excess of the taxes that would have been 
levied on account of those shares in the 
years 1919, 1920, 1921 and 1922, if the taxes 
on the actual value of those shares had been 
levied on the same basis that taxes were 
levied on the actual value of other moneyed 
capital in the hands of individuals used in 

(Continued on page 756) 
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The Beginning of a Bank 


(The Journal Cover Illustration) 


OME men are bankers from 
choice; others have had bank- 
ing thrust upon them, and ac- 

cepting the trust, have entered on 
a new and larger career of useful- 
ness. 

Particularly has this been true in 
the remote places and among pio- 
neers, where men who started out 
without ever a thought of entering 
the field of finance have at last 
found their real careers to be in 
taking care of other people’s money. 

One of the most curious things 
about life—all life—is that often a 
man is not conscious that some 
small act, really a part of the regu- 
lar routine and seemingly among 
the day’s small incidents, later on 
stands out as the ending—or the 
beginning—of one of life’s chapters. 


Perhaps as a mere matter of friendly 
accommodation he accepts small 
trusts and the sequence of events 
shows that this was the beginning of 
a new chapter. 


UCH aan incident is illustrated 

‘on the cover of this month’s 
JOURNAL, where, in the practice of 
the frontier storekeeper to take care 
of valuables for his customers, we 
see the beginning of a bank. 

Where people lived in isolated 
places, their valuables exposed to the 
hazards of frontier life, the settle- 
ment store often was the only place 
of deposit to which a man might go. 
As the storekeeper had faith enough 
in his customers to extend them 
credit, so they had faith enough in 
him to make him—without for- 
mality—their banker. 

In the ordinary way of develop- 
ment, the settlement grew in wealth 
and population and requests for ser- 
vice that was more in the nature 


of banking than of merchandising 
increased, until the merchant at 
length realized that he was doing a 
banking business. Then, prompted 
by a variety of motives among 
which personal gain and community 
pride might have had a place, he set 
about the organization of a bank— 
the logical outgrowth of the com- 
munity’s confidence in him and of 
his own ability to know an oppor- 
tunity when he saw it. 


EOPLE like to recall the beauti- 

ful tradition -of the house of 
Rothschilds, the European bankers. 
As it runs, the Landgrave of Hesse, 
terror stricken over the advance of 
Napoleon, thrust his fortune upon 
Meyer Amschel (now called Roths- 
child) and fled to a far country. 
After Waterloo and the fall of 
Napoleon the Landgrave returned 
penniless to find his fortune intact, 
and increased in size through the 
business sagacity and uncompromis- 
ing honesty of his humble banker. 
Fundamentally there is something 
of the same reliance and the same 
acceptance of a trust in the man be- 
hind the counter in the settlement 
store, for he possessed—though per- 
haps without fully realizing its 
great commercial value—the first 
requisite of the banker, uncompro- 
mising honesty and the power to in- 
still confidence in those with whom 
he came in contact. 


O with the passage of time the 
man behind the’ counter became 
the man in the inner office of the 
bank, not at all handicapped in the 
discharge of his larger responsibili- 
ties by the knowledge of business 


_and of human nature he gained in 


the store. 
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Will You Approve His Loan? 


When one of your customers applies for a loan, do you have 
to waste valuable hours trying to dig out the essential facts 
upon which your decision must be based? Do you find, 
sometimes, that he can’t give you the figures about his busi- 
ness—because he doesn’t know? 


If this customer of yours used the Burroughs Simplified 
Accounting Plan, he could give you just what you want— 
an up-to-date, verifiable financial statement that accurately 
pictures the condition of his business. Thousands of men, 
in every line of business, are doing it, every time they ask 
for a loan. And as a result, they are better credit risks for 
their banks. 


Are you interested in what this plan will do for your cus- 
tomers, and your bank? We shall be glad to tell you all 
about it. 


BURROUGHS ADDING MACHINE COMPANY 


6444 Second Boulevard 
DETROIT, MICHIGAN 


ADDING - BOOKKEEPING CALCULATING AND _ BILLING MACHINES 


When writing to advertisers please mention the American Bankers Association Journal 
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TBO DO. DO DAD. DOH DO GV GO PSO AO GO DO 


Looks Like a “Run on a Bank!” 


It is—but a “Run” for Personal Service rather than Cash 


HIS is an early morning scene in front of 11 Rue Scribe, Paris. It is just an eager 

lot of American travelers awaiting the opening of the American Express Office— 
to get their mail from home— to ask a hundred and one questions about their trips 
abroad—to secure advice, suggestions, assistamce—to inquire about passport intri- 
cacies, routes, hotel reservations, railway and steamship tickets. For whatever the 
needs or desires of the American traveler abroad, “11 Rue Scribe” knows the answer 
and renders the service with true American courtesy and dispatch. 


400 employees in this American Express Paris office, alone, are kept busy from 
morning to night helping the American traveler. A similar service to travelers is 
rendered at the American Express offices in London, Rome, Cairo, Calcutta, 
Hongkong, and other principal cities of the world. 


Depositors of your bank, on their travels 
abroad, are assured this Service to its full 
extent when you sell them American Express 
Travelers Cheques. 


You solve for them, before they start, the 
two most important requisites for care free 
travel—a safe and everywhere-usable form of 
travel money, and a long established, world - 
wide Personal Service often of far greater 
value, in producing pleasurable travel, than the 
money these Cheques represent. 


AMERICAN EXPRESS TRAVELERS CHEQUES 


Seeking 
“The Helpful Hand 
of a Great Service” 


When writing to advertisers please mention the American Bankers Association Journal 
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Zoning Important to the Banker 


By J.C. NICHOLS 


Member of the National Capital Park and Planning Commission 


Changes in the Use of Property Causes Annual Loss of $500,- 
000,000 Which the Practice of Zoning in the Cities Is Cutting 
Down. Greater Claim of Community Welfare and the Question 
of the Right of the Individual to Use His Property as He Pleases. 


T has been estimated that the loss re- 

sulting from the instability of urban 

property values, a constant shifting of 

property uses and the economic loss 
sustained by the encroachment of injurious 
surroundings have totaled as much as $500,- 
000,000 annually throughout the towns and 
cities of the United States. 

The bankers of our country are directly 
concerned with the stability of value of 
urban real estate, comprising so large a part 
of our national wealth. Most bank loans 
have some relation to real estate. Certainly 
the general fundamental conditions of any 
city or town, large or small, are affected 
by the permanency and stability of its land 
and structure values. 

Until a few years ago, abandoned, for- 
merly good residential sections, where values 
frequently fell 50 per cent or more in one 
generation, were accepted as a necessary 
result of civic growth and progress. Blighted 
business property areas, deserted by their 
former first-class commercial uses—where 
values often reflected only a small frac- 
tion of former worth—were regarded as 
almost axiomatic in even our most pros- 
perous cities. 

For example, in 

certain parts of 
downtown New 
York City, the high- 
est priced realty in 
the world declined in 
worth 50 per cent or 
more in  approxi- 
mately ten years. 
Staggering losses of 
property values were 
occurring annually 
throughout almost 
all the cities and 
towns in the coun- 
try—due to the con- 
stant shifting of 
property character 
or the economic 
losses resulting from 
the encroachment of 
injurious uses on the 
adjoining property. 


Losses in 
Ground Values 


LL this tended to 

create  con- 
stant tearing down 
of structures and 
losses in ground 
values, representing 
enormous sums. It 


made urban real estate an unstable class 
of merchandise. In fact, real estate, long 
regarded in the early days of our Republic 
as the very foundation of sound wealth, 
could not be regarded as a safe loan for 
more than 50 per cent of its value, and 
even then for only a comparatively short 
period. 

It is hardly necessary to point out’ the 
ill effect upon civic patriotism and encour- 
agement of home ownership, resulting from 
the frequent destruction of both value and 
desirability of a small workman’s cottage 
or a large estate by the ruination of its 
desirability through the erection of an 
apartment, undertaking establishment, laun- 
dry or garage on the adjoining lot. This 
frequently resulted in the quick and sudden 
decline of the entire surrounding neighbor- 
hood. Class A retail business sections fre- 
quently found themselves driven to new dis- 
tricts, at great cost of change and loss of 
business, by the insidious intrusion of fac- 
tories, loft buildings and other injurious 
property uses. 

Uncontrolled building heights permitted 
office populations far beyond the capacity of 
the bordering streets—creating traffic con- 


A view of Park Avenue, New York’s exclusive apartment section, where strict zoning 


laws are in force 
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gestion and frequently driving high-class 
retail trade from the street. Uncontrolled 
and complete occupation of lot areas by 
flats, apartment and tenement houses gen- 
erally resulted in such intensive housing and 
such absence of essential light, air and sun- 
shine that a gradual degradation of the 
neighborhood  began—bringing with it a 
menace to the morals, health and safety of 
the public. The advent of the use of auto- 
mobiles further accentuated the traffic prob- 
lems of our city streets originally designed 
for only low structures and less concentra- 
tion of population. 


The Demarkation of Rights 


Au of this, and many other factors too 
numerous to mention in this short arti- 
cle, caused the city planners of this country 
to begin to question the right of the indi- 
vidual to use his property as he may please, 
and they set up the greater claim of com- 
munity welfare as paramount in any city. 
This resulted in the establishment of the 
Zoning Law in New York City in 1916. 
In the following ten years more than 500 
cities and towns placed themselves under 
zoning regulations. 
On last Nov. 22 the 
United States Su- 
preme Court, in the 
case of the Village 
of Euclid, Ohio, 
against the Ambler 
Realty Company, 
upheld the constitu- 
tionality of zoning. 

By this decision 
the highest court of 
our land upheld the 
exclusion of stores 
from residence dis- 
tricts, factories from 
business districts, 
apartment houses 
from detached home 
districts. The con- 
trol of height, bulk 
and use of buildings 
was sustained, and 
the broad principle 
of municipal regula- 
tions—so that the 
right sort of build- 
ings are put in ap- 
propriate places and 
the wrong sort ex- 
cluded from _inap- 
propriate places—is 
maintained. 

The general wel- 
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this will come about within a generation. 
Property values certainly can be injured 
by ugly and hideously designed buildings on 
adjoining lots, and the whole community 
certainly suffers from ugly surroundings. 


of the loan. I foresee that loans for a 
larger percentage of the value of the prop- 
erty and for longer periods will become 
common as the benefits of zoning become 
more thoroughly recognized. The requiring 


A building in the business center of Kansas City’s Country Club district, where soning has been extended to the suburbs 


fare of a community justifies reasonable 
zoning for the community health, safety 
and morals. Reasonable free space can be 
required around dwellings of every nature. 
The use, maximum height and cubage of 
the buildings in any neighborhood may 
be determined by the municipality. The 
density of population may be controlled. 
All of this is done under the “police 
power” of the legislature, from which the 
municipality is given the power to zone all 
land within its boundaries. It is simply 
the reasonable adjustment of private rights 
to community welfare. 

It has been said by Edward M. Bassett, 
the eminent counsel of the New York Zon- 
ing Committee: “The courts have followed 
the widespread public conviction that com- 
munity protection of buildings and land uses 
is compatible with the preservation of pri- 
vate property rights.” 


Zoning Must Be Impartial 


ONING regulations must be ‘mpartial— 

properties similarly located must, in a 
general way, receive the same zoning. Regu- 
lations must not be specifically arbitrary as 
to one single piece of property as compared 
with surrounding property. The rapid 
growth of American cities and towns has 
created new and pressing community needs, 
and forced certain adjustments of private 
rights to community welfare—just as great- 
ly increased traffic on any downtown busy 
thoroughfare requires certain control of the 
individual in using that street for the in- 
terest of the public as a whole. All zoning 
regulations must be reasonable—and_ the 
common practice of the creation of a Board 
of Appeals, by which any property owner 
is given his right to be heard as to the fair- 
ness of the application of the zoning law 
as affecting his particular property, is a 
proper safeguard of his American liberties 
and property rights. 

Zoning has gone further than the con- 
trol of public nuisances in establishing the 
principle of general municipal control for 
the interest of the public welfare. Whether 
the interpretation of the public welfare may 
eventually extend to municipal control of 
the design ‘of buildings from the esthetic 
standpoint is yet to be seen. I predict that 


Would not the entire city be benefited by 
municipal control, affording orderliness and 
beauty, as well as by the control of the 
height, size and use of land and building? 

The above decision of the United States 
Supreme Court truly is vital to everyone 
concerned in the conservation of property 
values and the protection of property uses. 
It means that certain sections of a city 
may be designated for industrial and related 
uses, and be so conserved with a great eco- 
nomic saving to present and future indus- 
trial growth of a city. It assures beneficial 
and harmonious surroundings to the retail 
sections of the city. Zoning, properly con- 
trolled, will afford protection to the homes 
of its citizens. 

It becomes the basis of an _ intelligent, 
efficient plan for directing the future 
growth of the city. Large municipal econo- 
mies can be effected in better forecasting 
future needs in the original installation of 
any utility. Zoning forms the very bases 
of determination of street widths and loca- 
tions, and the improvements of such streets, 
because the traffic engineer now can calcu- 
late the present and future functions of the 
street. It affords scientific formulae, for 
the first time, for the engineering officials 
of the city to determine the size and loca- 
tion of all public utilities, such as water and 
gas mains, power and light lines, street rail- 
ways and bus lines. It affords the oppor- 
tunity for a definite study of the needs for 
future sites for school houses, hospitals, li- 
braries, fire and police stations, outlying 
shopping centers, bridges, viaducts, parks, 
playgrounds, boulevards traffic ways and all 
the other physical phases essential to an effi- 
cient city. 

Zoning, as now being applied, with elastic 
powers of readjustment to meet changing 
conditions, gives a new basis for the mak- 
ing or the remaking of our American cities 
and towns. The problems of the abandoned 
residence districts and blighted business sec- 
tions largely may be overcome. Real estate 
should become far more fixed in its uses. 
Buildings may be erected with much greater 
assurance of surroundings. A loan may be 
made on real estate with reasonable assur- 
ance of the perpetuation of its use, char- 
acter and environment far beyond the period 


of annual payments in reduction of a loan 
will become less necessary as the lender 
becomes assured of the continuance of the 
value of the property. Real estate listed in 
the financial statements required by a banker 
from his borrower will be regarded as more 
stable and be given much greater apprecia- 
tion as a credit basis. 


Greater Solidarity in Securities 


ownership will be encouraged 
throughout the land—as it has been 
in Kansas City and other zoned cities. A 
greater public spirit for one’s community 
will be crystallized. Bonds, stocks and se- 
curities based on street railways, power and 
light companies, railroads, telephones and 
other public service corporations, will be 
given a greater solidarity because of more 
fixed property uses and a greater assurance 
of the continuance of such property uses 
upon which the officers of the corporation 
may base their calculations in expending 
their money for improvement and expan- 
sion. Wholesalers and manufacturers will 
be given assurance of a better solution of 
their traffic and freight distribution prob- 
lems, and greater facilities in municipal and 
public utility service, both for the plant it- 
self and the employees. 

It enables city authorities for the first 
time to proceed upon a definite plan for the 
future, the same as any banker lays out the 
arrangement of his banking house, the dis- 
tribution of his departments, and plans for 
his future needs and growth. 

I believe that the next ten years will see 
the extension of zoning into suburban belts 
beyond city boundaries, and ultimately into 
the rural sections near urban centers. 

All planning should be devised to avoid 
waste. Wise economic planning can profit- 
ably be undertaken only when assured 
of certain reasonably fixed fundamental 
bases. Zoning becomes the very ground- 
work skeleton for almost every 
municipal activity. Its great influence 
upon the health, morals, safety and gen- 
eral welfare of their communities will 
find a ready appeal among the bankers who 
have been doing such broad, constructive 
work in the promotion of the interests of 
their various sections throughout the nation. 
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BONDS TO FIT 
THE INVESTOR 


UW 


Why bankers are 
buying bonds for their 
Secondary reserve 


ELL KNOWN bonds are more widely marketable than local 
W vinitmene and they ordinarily yield %% to 344% more in- 
come than can be had from short-term paper. If properly selected and 
properly adjusted to the bank’s liquid needs, medium to long-term bonds 


make an entirely safe secondary reserve. 


To build such a bond reserve requires an intimate knowledge of the 
cash requirements of each bank and of the investments recommended. 
The banker himself knows his own local conditions, but when it comes 
to judging outside securities, he usually prefers to rely on an experienced 


bond house which is also familiar with banking requirements. 


Halsey, Stuart & Co. supplies the bond needs of hundreds of banks. 
These banks rely upon our advice in choosing bond investments and for 
keeping the whole structure of such investments adjusted to the needs of the 


bank. This service is thorough and competent. It may be of help to you. 


May we suggest that you write us regarding your 
bond investment problems—give us an opportunity 
to discuss the subject with you from the standpoint 
of sound policy. You will be under no obligation. 


HALSEY, STUART & CO. 


INCORPORATED 


CHICAGO NEW YORK PHILADELPHIA DETROIT CLEVELAND 
201 South La Salle St. 14 Wall St. 111 South 15th St. 601 Griswold St. 925 Euclid Ave, 


ST. LOUIS BOSTON MILWAUKEE MINNEAPOLIS 
319 North 4th St. 85 Devonshire St. 425 East Water St. 608 Second Ave., S. 


When writing to advertisers please mention the American Bankers Association Journal 
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Comfort 
in 
Elevators! 


O MORE stuffy elevators. 
No unsightly fans in view, 
but, now hidden within the elec- 
tric light fixtures. Not one an- 
noying, continuous blast but, 
correctly diffused air currents of 36 
waves per minute, by means of 
the patented Deflector. 
““FANDOLIER-CHANDELIERS 
now make possible elevator 
comfort, in both winter and 
summer. They are admirably 
adapted for all confined spaces 
—offices, vaults, demonstrating 
rooms, and wherever “‘dead air”’ 
conditions exist. 


Fandolier- Chandeliers 


(Patented Diffusing Fans) 


ERE are shown the “‘ FanDoLieR-CHANDE- 
tiers” designed by Clinton & Russell for 
the elevators in ‘‘No. Two Rector Street,’ New 
York City. The Elevator Cabs were designed 
and built by The W. S. Tyler Co., Cleveland. 
The “‘Safety Fandolier Stript Unit,’’ (here shown) 
can be furnished, when desired, to Fixture Manu- 
facturers for incorporat- 
ing in fixtures of their 

own designing. 


Safety 
FANDOLIER 
Stript 
Unit 


A catalogue of ‘“‘Fanpo.ters’’ (Fans alone) 
and will be 


mailed upon request 


Tue SAFetTy Car HEATING AND LIGHTING COMPANY 
Fandolier Sales Division, 75 West Street, New York City 


When writing to advertisers please mention the American Bankers Association Journal 
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Intermediate Credit for Financing 
Our Foreign Trade 


By GROSVENOR JONES 


Creation of New Type of Financial Institution, Prepared to 
Grant Credits Ranging From Six Months to Five Years, Would 
Enable American Manufacturers to Meet Competition of Their 
Could Be Set Up Under the Edge Law. 


European Rivals. 


MERICAN- exporters. are _fre- 
quently nonplussed and disturbed 
by reports that their European 
competitors are extending credit 

terms of from six months to a year or 
even two years to Latin American and 
Asiatic buyers of machinery or equipment. 
Our exporters wonder how Belgian and 
German manufacturers have been able in 
recent years to place their products abroad 
on a long-term credit basis, in the face of 
credit stringency and high interest rates at 
home. Wonderment is changed at times to 
indignation when it is noted that not only 
the governments, but also the manufactur- 
ing corporations of these competitor coun- 
tries place large loans in the American 
money market. This condition of affairs 
impresses the American exporter as illogical 
and mysterious, to say the least. 

While it is impossible to explain in de- 
tail within the limits of this article how it 
is that the exporters of a rich creditor na- 
tion like the United States are unable to 
compete on a long-term credit basis with 
the exporters of countries with far less 
capital, it is hoped that the following ob- 
servations may be helpful (1) by pointing 
out inherent differences between our banking 
and foreign trade organizations and those 
of European competitors, and (2) by sug- 
gesting a new form of foreign credit mech- 
anism that might be established to over- 
come the handicaps imposed by our banking 
traditions and our methods of foreign 
trading. 


Difference in Banking 


S to the differences between American 
and continental European banking 
methods, it is fairly well known that our 
commercial banks engage chiefly in short- 
term credit operations and that their 
strength and standing are gaged by the 
liquidity of their loans and discounts. The 
same is true of British banks; in the case 
of these banks the liquidity of the major 
portion of their portfolios is an indispensable 
requisite to safety, due to traditions, form 
of organization and other factors. 

In continental Europe, however, banking 
traditions and practices are different. There 
the banks need not restrict their loans and 
discounts to short-terms nor are they re- 
stricted in the amounts they may lend to 
individual borrowers. Likewise, European 
banks are free to invest on a large scale 
in the securities of industrial and other cor- 


porations and to dominate them. 
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A Way Out 


Ov E of the disadvantages 

the American manufac- 
turer labors under in seek- 
ing to develop his foreign 
trade is his inability to ex- 
tend as long a term of 
credit as his German, 
Belgian or British rival 
willingly grants. How 
this can readily be overcome 
is told in this article, writ- 
ten by the Chief of the 
Finance and Investment 
Division of the Bureau of 
Foreign and Domestic Com- 
merce of Mr. Hoover’s de- 
partment at Washington. 


As a consequence, a German, Belgian or 
Italian bank need not hesitate to place a 
considerable proportion of its resources in 
credits of over six months. Being in close 
touch with the business of corporations 
whose stock it owns or on whose directorate 
it is represented, it is in a good position to 
determine whether the long-term credit is 
desirable for the corporations in whose fi- 
nancial success the bank as a large stock- 
holder may be as vitally interested as the 
other shareholders themselves. This close 
liaison between banks and corporations in 
Europe explains much. 

Another factor in the case of a number 
of European countries is their foreign trade 
organization. Wherever the traveler goes in 
Latin America and in the Far East, he is 
impressed by the strength and power of 
old-established British, German and other 
European trading companies. Many of these 
concerns have been in existence for genera- 
tions and have been in the closest touch 
with the economic development of the ter- 
ritories in which they operate. As a result 
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they are not only intimately acquainted with 
local trade practices and local requirements 
but are also in an excellent position to 
judge the credit risk involved in each sale. 
Moreover, out of their own accumulated 
capital or by reason of their excellent credit 
standing with local banks, they are able to 
extend the necessary credit. When the Ger- 
mans sell machinery in Brazil on a one- 
year or a two-year credit basis, the chances 
are that the bulk of the credit is carried 
directly or indirectly by an important, long- 
established German trading concern in Rio 
de Janeiro and not by the German ma- 
chinery manufacturer. German banks in 
Brazil may help out but the standing of the 
local German trading concern is the deter- 
mining factor. And it should be noted that 
the German banks are distinctly local in- 
stitutions operating chiefly with local de- 
posits—from Brazilian as well as local Ger- 
man clients. 


Government Aid to Exports 


N addition to the special credit facilities 

which German and other European ex- 
porters derive from the nature of their 
domestic banking practices and the charac- 
ter of their trading concerns abroad, men- 
tion might be made of extraordinary facili- 
ties created by certain governments during 
recent years. Reference is made to the 
credits to Russia under German legislation 
of last year, whereby German exporters to 
Russia were guaranteed against loss. The 
extent of the business was limited to 300,- 
000,000 marks, of which the Federal govern- 
ment, or the Federal and State governments 
together, should guarantee 60 per cent, the 
banks or the exporter to carry the remain- 
ing 40 per cent. It is interesting to note 
that these credits were to be used for ma- 
chinery and plant equipment, either heavy 
or ‘light installation. For heavy installa- 
tion the maximum term was fixed at 4% 
years and for light installation at 2% years. 
These goods are of the type generally re- 
quiring long credits. 

Similarly as an emergency measure the 
British government adopted in 1921 the 
Trade Facilities Act, which authorized the 
British treasury to guarantee the payment 
of the interest and principal of loans (or 
the interest on principal alone) for capital 
undertakings, either within or without the 
United Kingdom, provided the funds were 
spent in such a way as to promote employ- 
ment in the country. As a matter of fact 

(Continued on page 762) 
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The Passing Show As Seen by the Cartoonists 


So That’s Settled—Sykes in the New 
York Evening Post 


GOSH! Au \ 
OUT OF THAT 
CAR 


— 


And People Thought It Only Hap- 
pened in the Movies—Brown in the 
New York Herald Tribune 


Her Favorite Charity—Orr in the 
Chicago Tribune 


Can’t Afford to Settle Those Back 

Grocery Bills When He Has Barely 

Enough to Pay His Bootlegger—Orr 
in the Chicago Tribune 


—, 
|BONANZA 
EAST 


Will This Be the Next Gold Rush? 


—Chapin the Philadelphia Public 


PRESIDENT OF COLUMBIA 
UNIVERSITY WALKS Away 
T $25,000 


Life’s Irony—Fox in the Rochester 
Democrat and Chronicle 


Getting Hotter and Hotter, and He 
Doesn't Know How to Turn It Off— 
Orr in the Chicago Tribune 


can 
ey use 


Humpty-Dumpty—Sykes in the Phila- 
delphia Evening Public Ledger 


| Gor GenTLEMEN | 
Tes | 


The Girl of the Golden West—Car- 
gill in the Paterson Daily News 


| 
\ \ AAS / SUDDEN! | 
é ay, worse wpe! 5> BRAINS 7. By WS Litre a 
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Commercial Paper Yields 


The Treasury offer to replace Second Liberty 44s with 
Five Year 312% notes focuses attention to the fact that 
government obligations are now yielding 32% and less. 


Some banks are beginning to feel that a return of from 
3% to 32% is less than they are willing to accept on 
some of the funds they now have invested in govern- 
ment obligations and they are turning in part to other 
suitable investments. Commercial paper has a particu- 
lar appeal because of its liquidity, safety and yield. The 
exact yield toa corporation on prime paper of six months 
maturity at current rates affords an interesting compar- 


ison with the return available from government paper: 


Paper 
Discount Rate 
4% 4.14% 3.58% 
4.41% 3.81% 
4% 4.67% 4.04% 


4.94% 4.27% 


Effective Yield Net Yield 
Rate After Tax 


We shall be glad to submit offerings of commercial 
paper and to supply information on the concerns 
whose obligations we offer. 


A.G. Becker & Co. 


137 S. La Salle St. 54 Pine St. 
Chicago New York 


MINNEAPOLIS MILWAUKEE SAN FRANCISCO 
SEATTLE PORTLAND SPOKANE 


Short Term Notes Commercial Paper 
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Iowa Bankers Propose State-Wide 
Clearing House Examiner System 


By LEWIS ALEXANDER 


Novel Preventive Machinery Is Suggested as Means of Keeping 
Banks from Failing. Among Twenty-nine Major Changes in 
Law Advocated Iowa Bankers Favor a Legal Secondary Reserve. 
How the Plan for District Banking Associations Would Work. 


S the outgrowth of the trials and 
experiences of banking during the 
tempestuous years of post-war de- 
flation and its aftermath, the Iowa 

bankers recently laid before the state legis- 
lature a large number of definite proposals 
to minimize bank failures by correcting the 
weaknesses that have been revealed in the 
banking structure. 

Outstanding among the twenty-nine major 
changes in the law designed to throw more 
effective safeguards around banking is the 
proposal to set by statutory enactment a 
state-wide clearing house examiner system 
for all of the 1200 state banks. This would 
provide resident examiners in small districts 
and permit them to make a continuing ex- 
amination of the quality as well as the quan- 
tity of investments and loans. By detecting 
weaknesses in banks as soon as they appear 
and requiring immediate steps to correct 
them, the system would tend to keep banks 
strong and liquid. 

Iowa, during 1926, experienced more bank 
failures than any other state. The bank- 
ers, determined to bring about conditions 
that would prevent the recurrence of such 
widespread suspensions, probed deeply into 
the causes of these failures, and presented 
a long list of corrective measures to 
strengthen banking and thus give better 
protection to bank depositors. While most 
of the suggested changes merely give legal 
effect to the customary practices followed 
by, the best bankers in the ordinary conduct 
of their business, a number tighten up the 
laws and inflict heavy penalties for viola- 
tions of the banking code. 


Legal Secondary Reserves 


A from the proposed protective ma- 
chinery, as called for by the clearing 
house examiner system, the Iowa bankers 
urged a statutory provision that would re- 
quire all state banks, trust companies and 
savings banks to carry not less than 10 per 
cent of their total deposits in a secondary 
reserve account, made up of only liquid and 
marketable securities. The same regulations 
that govern savings banks in the making 
of investments would be applied to the com- 
mercial banks and trust companies. 
Stressing the importance of banks build- 
ing up strong surplus accounts so that they 
may, in times of adversity, charge out bad 
paper and maintain their strength, the Iowa 
bankers suggested that no state bank should 
be permitted to pay annual dividends in 
excess of 6 per cent until it had built up 


a surplus equal to the amount of its capi- 
tal stock. 

Taking the position that no_ penalties 
can be too severe for any banker who 
proves to be dishonest or unfaithful to his 
trust, the Iowa bankers suggest eleven new 
penalty sections to correct weaknesses in 
their present laws. 

To limit the authority of junior officers 
and to concentrate responsibility in the ex- 
ecutive officers and boards of directors, one 
proposal would prohibit junior officers and 
employees from loaning the funds of their 
banks directly or indirectly without the ap- 
proval of an active executive officer, and 
providing a penitentiary sentence of as long 
as five years for any executive officer who 
accepted a gift, gratuity or emolument as 
an inducement for granting a loan. 

To preclude excessive loans, running more 
than the limit of 20 per cent of the bank’s 
capital and surplus, they propose that the 
Superintendent of Banking be authorized to 
attach the salary of any officer or director 
making or approving an excess or illegal 
loan to repay the bank the amount of this 
excess. 

To prevent any bank officer or director 
who would stoop to the unethical practice 
of purchasing certificates of deposits, or 
from purchasing the amounts shown by 
pass books or other evidences of debt issued 
by his own bank for any amount less than 
the principle, the proposed law would au- 
thorize the forfeit of the face value and 
25 per cent additional, as a further penalty. 


Loans to Salaried Officers 
Limited 


O active salaried officer of any state 

bank would be permitted to use or 
borrow for himself, directly or indirectly, 
more than 10 per cent of the bank’s capital 
and surplus. The total amount loaned to all 
active salaried officers would be limited to 
25 per cent. Loans to active salaried offi- 
cers must first be approved in writing by a 
majority of the board of directors or of the 
executive or discount committees. 

Another section would prohibit any bank 
cashier or other bank officer from hypothe- 
cating the assets of any state bank unless 
this power is given in writing by the board 
of directors. 

Wilful and knowing overdrafts by officers 
and employees of their accounts would be 
punishable by a year’s imprisonment and a 
$1,000 fine. 
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The same penalties would be imposed on 
any officer who certifies any check, draft 
or order when there are no funds on hand 
available to the credit of the drawer. 

The penalty for accepting deposits when 
a banking institution is known to be in- 
solvent is made more severe, being increased 
from ten to twenty years in the penitentiary 
while still providing that the guilty banker 
may be fined $10,000. 

The provisions of the existing criminal 
statutes relating to the violation of the 
banking laws by making false and fraudu- 
dent statements and entries in the books of 
a bank, and the unlawful diversion of funds 
are strengthened by doubling the term of 
the sentence from five to ten years, 

The bankers would require all officers. 
and employees of state banks to be bonded. 
The premiums on the bonds are to be borne 
by the banks. 


Raise Minimum Capital 


T is proposed that the minimum capi- 

talization of a savings bank be raised 
from $10,000 to $25,000, so that this figure 
would be the minimum for state banks, 
trust companies and savings banks in vil- 
lages and towns not exceeding 3000 popula- 
tion. A minimum capitalization of $50,000 
would be made effective for cities and towns 
having a population of from 3000 to 6000, 
while $100,000 would be the minimum in all 
cities and towns above that figure. 

State banks would be barred, in the fu- 
ture, from receiving in deposits more thar 
twenty times the amount of their capital 
stock and surplus. This limit is now in 
effect with respect to trust companies and 
savings banks. 

To check the evil of banks paying a higher 
rate of interest on time deposits than safe 
banking will permit, the Iowa bankers pro- 
pose a system that they believe will prevent 
a rate of more than 4 per cent being paid, 
except in a few cases. As it is maintained 
that it would be unconstitutional for the 
legislature to limit the amount of interest 
a bank could pay on time money, and that 
a depositor would be forced to accept, the 
bankers have sponsored this ingenious plan: 
Any bank which pays more than 4 per cent 
must identify the amount of these time de- 
posits upon which a higher rate is paid as 
“bills payable” or “borrowed money” in all 
of its reports and public statements. De- 
positors are not barred from obtaining more 
than this rate of interest, but, in accepting 

(Continued on page 772) 
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$500,000 


were devoted to perfecting the 
Todd Super-Speed Protectograph 


Yet, this is but one example of how The Todd Company 


accomplishes its aim to simplify and improve banking practice 


Tue first working model of the Super-Speed was 
completed seven years ago. From that time until 
the announcement of the Todd Super-Speed five 
months ago, the work of improving . . . of per- 
fecting went steadily on. Countless changes in de- 
sign and materials were considered. Many were 
incorporated—many were found impractical. 

Then ten machines were shipped to banks, manu- 
facturers and merchants who demanded speed and 
reliability. For six months they were used to make 
sure they would stand up in actual commercial work. 


The result of all this experimenting, testing and 
improving is that The Todd Company can now offer 
the Super-Speed to the banking world with the guar- 
antee that it is not only the fastest, but the most per- 
fect piece of mechanism made in our history. 


Such is the story of the Todd Super-Speed. It 
is but typical of the precision and care we have 
exercised in the manufacture of all Todd Protecto- 
graphs. Not one has been offered American busi- 
ness until it could carry the Todd guarantee. And 
every model is actively filling a need in business or 
private life. Even in homes today you will find a 
Protectograph—The Personal, which bankers ap- 
preciate so highly because its use reduces the num- 
ber of hand-written checks their employees have to 
handle. 


Today ninety per cent of the banks of this country 
use one or more of the Todd products, including 
Todd Greenbac Checks and Super-Safety Checks 
unequaled in alteration-defying qualities and beauty. 
The number of individuals and businesses can be 
counted in hundreds of thousands. Todd service is 
available in every important city in the United 
States and in many foreign countries. This service 
is rendered by experts—men who have been schooled 
in the Todd business. 


At your request a Todd expert will come and show 
you how the Todd System of Check Protection can 
facilitate the routine of your bank. Be sure to ask 
him to demonstrate the new Todd Super-Speed 
which writes the amount line on checks at the rate 
of 1200 an hour. The Todd Company, Protecto- 
graph Division. (Est. 1899.) 1176 University Avenue, 
Rochester, N. Y. Sole makers of the Protectograph, 
Super-Safety Checks and Todd Greenbac Checks. 


TODD SYSTEM OF CHECK PROTECTION 


The Protectograph 
eliminates a large per- 
centage of all check 
frauds by preventing 
raised amounts. The 
Protectograph is made 
in a variety of stand- 
ard models, one for 


wy every type of business, 


priced from $37.50 up. 
Only Todd can make 
a Protectograph. 


When writing to advertisers please mention the American Bankers Association Journal 


Todd Greenbac Checks, 
with their patented 
self-canceling features, 
eliminate another 
major source of possi- 
ble check losses by pre- 
venting change of 
payee’s name, date 
and number and 
“counterfeiting.” The 
instant the forger’s 
acid is dropped on the 
paper the word “void” 
appears. 


Standard Forgery 
Bonds cover the re- 
maining check - fraud 
possibilities, namely, 
forgery of signature 
and forgery of en- 
dorsement. Qualified 
Todd users receive 
policies at the most 
advantageous discounts 
from the Metropolitan 
Casualty Insurance 
Company, New York. 
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What Labor Thinks of Its Banks 


By WILLIAM GREEN 


President, American Federation of Labor 


Although First Labor Bank Was Not Organized Until 1920, the 
Labor Banks Now Have More than $109,000,000 in Deposits. 
Organized Labor Has No Illusions About Banking. Hopes to 
Provide Safe Investments for Workers. Need for Experts Seen. 


S early as 1904 a proposal to inaugu- 
rate labor banks had received the 
attention of the labor movement 
of this country. The first sug- 

gestion was that labor banks be organized 
in various parts of the country, the cities to 
be selected by the Executive Council of the 
American Federation of Labor. This pro- 
posal was rejected by the convention how- 
ever. 

A second proposal to enter the financial 
field came in 1909 in a suggestion to organ- 
ize a bonding company through which fi- 
nancial officers of unions should be bonded 
and was likewise rejected. 

In 1914, the definite proposal that the 
American Federation of Labor should es- 
tablish a bank, in which national and in- 
ternational unions might deposit their 
funds, was again rejected. In the 1916 
convention of the American Federation of 
Labor, a plan to operate an insurance de- 
partment of the American Federation of 
Labor for its directly affiliated unions was 
declared to be impractical and_ ill-advised. 
This action was taken after the subject, first 
raised in the 1913 convention, had been in- 
vestigated and reported upon in the 1914 
convention. 


Serious Study Made 


OWEVER, the proposal was endorsed 

to the extent of approving a serious 
study of the first steps of organization and 
administration. The 
felt that such a department should be under 
the guidance of a board of managers com- 
posed of members of the Executive Coun- 
cil with a Federal or state charter. The 
group recommended that insurance should 
be voluntary and only extended to members 
of affiliated unions and that the department 
should be inaugurated with straight life and 
then extended to other forms of benefits as 
experience warranted, according to the rec- 
ommendations. The object was to give to 
the workers the highest security at the 
lowest rates, instead of aiming at profits. 
The action of the 1916 convention as out- 
lined above was controlling and no further 
action was taken upon the plan. 

The subject of labor banking again re- 
ceived the attention of the American Fed- 
eration of Labor in 1921, when it was pro- 
posed that the American Federation of 
Labor establish a central bank and provide 
the nécessary capital by an assessment. 
This proposal was rejected. 

The above brief synopsis of these early 
proposals for labor to branch out into the 
business world shows that such movements 


investigating group 


36 Labor Banks 


HERE are now thirty- 

six labor banks in opera- 
tion in the United States. 
At the close of 1926, they 
had $109,181,000 in com- 
bined deposits and $12,882,- 
000 im total invested capi- 
tal, according to statistics 
compiled by Princeton Uni- 
versity. The Brotherhood 
bank in Cleveland enjoys 
the distinction of being the 
largest labor bank with de- 
posits of more than $23,- 
000,000. Thirteen labor 
banks have less than $1,- 
000,000 in total deposits. 
The labor banks, as a whole, 
showed an increase of 
$4,000,000 in deposits. 


and activities as are now being engaged in, 
were not the results of any haphazard or 
emotional character. These undertakings 
were only entered into after long and care- 
ful deliberation and counsel, and were con- 
sidered in the light of the present industrial 
conditions. 

As regards labor banking, as indeed the 
other activities in which labor unions are at 
present engaged, the American Federation 
of Labor has no illusions. It realizes that 
labor is branching out into a field hitherto 
unexplored by it and that the process of 
exploration must be carried along slowly, 
with deliberation and with caution. 

The actual organization of labor banks is 
of very recent origin, the first one being or- 
ganized in 1920. Since that time there have 
been organized over thirty-five banks, 
widely scattered throughout the country, 
with resources over $126,000,000. 


Caution Was Advised 


HE attitude of the American Federation 

of Labor upon these labor banks is very 
well expressed in the action taken by it at 
the El Paso Convention held in 1924: 
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“Labor, in this new field of activity, has not 
passed the complete period of experimentation and 
upon those in whose care the continued successful 
administration of these banking ventures depends, 
there rests a great and grave responsibility not 
alone in the proper safeguarding of funds en- 
trusted into their care, but to maintain the in- 
tegrity of labor’s ability and competency to par- 
ticipate in all the different spheres of business 
life.” 

The 1926 convention used the following 
language : 

_“* * * Therefore the Federation advises cau- 
tion with regard to labor banks. Finances are the 
lifeblood of our economic organization. To op- 
erate a bank efficiently requires something more 
than financial assets. The service of experts is 
indispensable. Labor banks must be doubly sure 
of their expert advice, because they have greater 
handicaps than the usual bank which is not seek- 
ing to give the rank and file of labor those inside 
banking profits and advantages that are usually 
reserved for the privileged few.” 

We have urged labor banks to take ad- 
vantage of all possible official supervision 
both by the state authorities and wherever 
possible to make affiliation so as to get the 
benefit of Federal Reserve examinations 
and counsel. 

It will be seen that the Federation’s atti- 
tude is therefore one of sympathetic inter- 
est. Deliberation and caution are needed, 
together with discretion and judgment in the 
organization and administration of the 
banks. 

One outstanding benefit accruing to labor 
is the fact that the resources and facilities 
of the banks will not be used against labor. 

So far the ability and the ‘conduct which 
has characterized our labor banks has met 
with acclaim and commendation from all. 
It is true that there have been mistakes, 
but it is upon these mistakes that we learn. 
The men who sat around the counsel table 
and discussed affairs with their employers 
are now demonstrating their ability in the 
banking fields and are doing it with credit 
to themselves. They are also showing that 
this departure is becoming of more and 
more economic importance every day. 

Labor banks will wield a direct influence 
in the investments of trade union members. 
Vast sums of money are lost each year by 
wage-earners through investments hastily 
entered into. With the confidence of the 
wage-earners, banks will be enabled to more 
accurately advise such investors and thus 
save money which might otherwise be lost 
by unwise speculation. 


Other Labor Ventures 


HE success which has been attained by 
our labor banks has influenced labor and 
its membership to embark in other enter- 
prises; namely the insurance and investment 
fields. 
(Continued on page 753) 
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with the family’s future 


ITH the stroke of a pen your client 

places the future of his loved ones 
in your keeping. He is calling your bank 
his best friend. The friend to whom his 
wife and children can confidently turn 
when he is no longer here to care for 
them. 

In no other business is it so necessary 
to have detailed records. To carry out the 
provisions of a will; to execute a living 
trust; to comply with the directions of 
the court; to submit required reports; to 
make distributions to beneficiaries; to col- 
lect incomes; to invest and reinvest funds; 
to increase the value of an estate; all re- 
quire complete records of your activities. 


Baker-Vawter complete primary trust 
records are now carried in stock. They 
offer protection to the trust and your 
bank. They help you “prove up” to the 
confidence reposed in you. 

Our new booklet, “Your Trust Depart- 
ment,” tells you all 
about these forms. 

Send for it. It costs 
nothing and there 
is no obligation. 


This booklet 


FREE 
on request 


BAKER-VAWTER company 
Division of REMINGTON-RAND 


BENTON HARBOR 


MICHIGAN 
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Everything before your eyes! 


SN’T it irritating, when you’re post- 
ing ledger sheet or statement, to 
have to stop and raise the carriage 

of your machine in order to see the 
posting? How much easier when the 
posting is directly before your eyes, vis- 
ible all the time! 


That’s an advantage you have when you 
operate a Dalton bank posting machine. 
All the printing directly before you, so 
that you may read it as you 

run the machine. 


Operating the machine, too, 
is simplicity itself. Only 10 
figure keys, scientifically ar- 
ranged for ‘touch method” 


operation. Keep your eyes on checks 
and deposit slips—your fingers will find 
the right keys instinctively. And fast! 
This machine is geared to 140 strokes 
per minute—40 more than the ordinary 
bank posting machine. You can easily 
handle 25 per cent more work on a 


Dalton. 


The local Dalton Sales Agent will 

gladly demonstrate these and other ex- 
clusive advantages of the 
Dalton bank posting model. 
Drop in at his office 
any time. Or phone him 
—he will arrange a demon- 
stration at your conven- 
ience. 


DALTON ADDING MACHINE DIVISION OF REMINGTON RAND INC. 
Cincinnati, Ohio, U. S. A. 


SALES AGENCIES IN ALL THE PRINCIPAL CITIES OF THE WORLD 


Dalon- 


ADDING-CALCULATING . BOOKKEEPING . STATEMENT AND 
“CASH REGISTER” MACHINES. 
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~The Monsoon Blows Against a 
Royal Commission 


By GEORGE E. ANDERSON 


Price of Silver in All Markets Is to a Certain Extent Determined 


by the Blowing of a Wind in India, Though the Metal Is Mostly 
Produced on the Other Side of the World. Recommendations 
of the India Currency Commission and Hoped-For Results. 


KING once commanded the ocean 
to recede and now comes a British 
Royal Commission to command 
the Indian monsoon to cease trou- 
bling the finances of the Indian Raj. 

“The wind bloweth where it listeth.” It 
seems a fantastic idea that the blowing of 
a wind in the Far East should control the 
price of a world commodity mostly pro- 
duced on the other side of the earth, but the 
statement is so near the literal truth that it 
must be taken at almost its face value. For 
generations the price of silver in the world’s 
markets has largely been determined by a 
wind in India. 

Nature’s part in the process has been in- 
direct but highly effective. When in the 
past year statesmen and economists precipi- 
tated a contest of brains against national 
customs, reinforced by the wind, for the 
ultimate establishment of a modern monetary 
system upon a gold basis for India with its 
more than 300,000,000 inhab- 
itants they ‘‘started some- fe 
thing.” Z 


Decline Set In 


T is true that the commis- 
sion’s scheme will not 
actually be inaugurated un- 
til finally ratified by the 
Indian Council in April, 
but its anticipatory effects, 
combined with other 
factors in the situa- 
tion, have resulted in 
a decline of nearly 
a fourth in the value 
of the silver bullion 
and the intrinsic 
value of the silver 
coins in the world. 
In the past year 
and a half or so the price of silver has 
declined from 33 3/16 pence per ounce 
in London and 72 3/8 cents per ounce 
in New York in September, 1925, to 24 1/8 
pence in London and 51% cents per ounce 
in New York in October, 1926, the latter 
prices comparing with an average of about 
32 pence per ounce in London for the year 
1925. The October prices were the lowest 
quotations for years. Prices since then 
have recovered greatly, reaching 26 9/16 
pence and 571% cents at the close of Feb- 
ruary of the current year. These prices are 
quite fair as compared with prices in occa- 


Primitive methods are still popular in India. 


sional periods in the past but they are still 
comparatively low and the probable con- 
tinuation of a low level of prices represents 
discouragement if not disaster in the silver 
production of the world. 

As is generally known, the commission 
appointed to consider the reform of India’s 
currency recommended in a report made 
public last summer that the mints of India 
be closed to the coinage of silver for some 
time and the gradual reduction of the im- 
mense silver reserve of the government of 
India with the ultimate object of establish- 
ing India’s currency upon a gold basis and 
the substitution of paper currency for the 
immense amount of silver currency now in 
circulation. 

The recommendations of the commission 


were made with a view of disturbing the 
silver market as little as possible, for in any 
fall in the value of silver the Indian treas- 
ury loses rather more than anyone else 
except the producers of silver. The loss 
in the value of the white metal might well 
be half instead of only a fourth. However, 
so much wealth in India, both national and 
private, is locked up in unproductive hoards 
of silver, so many of the country’s economic 
interests are affected by the use of so much 
metal in currency, and the control of such 
currency since the beginning of the world 
war has been so difficult, it is felt that some 
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Here is a goldsmith at work 


great effort should be made to establish a 
more modern monetary and financial sys- 
tem. 

The commission estimates that if the 
government stops the purchase of silver and 
meets current demands in India by issues 
from its stock of silver it will be able to 
reduce its reserve of about 850,000,000 
rupees in the course of a ten-year period to 
about 250,000,000 rupees. It is not con- 
templated that the government should remain 
out of the silver market entirely though it 
may remain out of the market for some 
time, but it is hoped that the reserves can 
gradually be reduced while at the same 
time the people of India can be induced to 
regard paper currency more favorably, 
which is the chief object of the new policy. 

Reports for 1926 indicate that 
India’s purchases of silver in that 
year amounted to 91,500,000 
ounces, a decrease of 14 per cent 
compared with the average pur- 
chases of 1924 and 1925. 

As so often happens in such 
cases, it is the background of 
the matter which has the most 

interest for the 
world at large. For, 
while all the world 
uses silver and most 
of the silver is pro- 
duced in the West- 
ern hemisphere, it 
has been India’s 
teeming millions 
who have largely 
dominated the use 
of the metal. The 
proposed change in 
India’s currency is 
the most important 
proposition in the 
silver world since 
the white metal 
was demonetized by the United States 
more than half a century ago. Of the total 
production of about 240,000,000 ounces of 
silver in the world each year India, on an 
average for many years, has absorbed over 
a third. 

China, whose money is based entirely upon 
silver, ordinarily absorbs somewhat less 
while the rest of the production is used in 
varying amounts by other nations for coin- 
age and in the arts. There is, of course, 
more or less variation in the demand for 
silver for monetary purposes and in the 
arts, but the fluctuations are comparatively 
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unimportant. Demand in China also varies 
greatly for several reasons. At times dis- 
orders in that country interfere with trade 
and the demand for silver falls off.. At 
other times these same disorders give rise 
to unusual demands for military purposes. 
Good crops and active trade usually result 
in increased demand and higher prices for 
the metal but there are no rules which can 
be relied upon from year to year and the 
demand or lack of demand for silver in 
China always plays an uncertain but very 
. important part in the silver drama. 

The chief factor in the silver market for 
a good many years, however, has been the 
demand for the metal in India and the 
variations in Indian demand largely control 
the general course of prices. In China the 
enormous quantities of silver imported are 
absorbed but do not entirely disappear and 
often are reexported and in general remain 
in the free play of world supply and de- 
mand. In India the imports usually are 
completely absorbed. The difference be- 
tween the two countries in this respect is 
accentuated and partly explained by the fact 
that in China silver is absolutely “free” 
while in India it is “pegged” to gold. In 
1893 the Indian rupee, theretofore upon a 
purely silver basis, stabilized or 
“pegged” at 16 pence to the rupee—substan- 
tially a 32-cent rupee. Exchange was main- 
tained at that rate, when control was neces- 
sary, by governmental manipulation of the 
country’s supply of silver. 


The Silver Crisis 


N view of the enormous absorptive power 

of the Indian people, however, this 
manipulation interfered little with the de- 
mand for the metal in that country. The 
system worked smoothly until well into the 
world war period when for various reasons 
the price of silver advanced rapidly and the 
silver in a coined rupee soon became far 
more valuable than the face value of the 
coin in gold. Hence arose the crisis in 
Indian finances which led the United States 
to part with large quantities of silver from 
its silver reserve to aid India as a war meas- 
ure and to enactment of the Pittman act 
which practically regulated the price of sil- 
ver—an act of generosity which Europe has 
not hastened to acknowledge. The silver 
value of the rupee rose to two shillings and 
four pence or nominally fifty-six American 
cents in December, 1919, although it should 
be noted that the pound sterling had fallen 
off materially in value. The price has 
gradually receded since that time but the 
continued comparatively high price of silver 
and the rupee as compared with the pound 
sterling indicated the necessity of reform 
and the appointment of a royal commission 
was a result. Incidentally it may be added 
that the royal commission proposes that the 
value of the rupee in the new system shall 
be fixed at eighteen pence or thirty-six 
American cents. It also proposes that the 
rupees shall be redeemed in gold at this rate 
but only in quantities of 400 ounces of gold 
or over, thus rendering redemption a whole- 
sale rather than a retail proposition. 

The object aimed at by the commission 
in its proposals, however, is the gradual 
substitution of paper currency for silver 
and the establishment of the currency on a 
gold basis through such paper currency and 
this object is based upon the necessity of 


The Jain temple at Calcutta, one of the many gorgeous structures owned by sects in India 


avoiding the enormous losses entailed by the 
Indian government and people in the con- 
tinual annual absorption of such great quan- 
tities of silver. . 

Herein enters that elusive but all power- 
ful element of national custom against 
which the utmost power of a state often 
hurls itself in vain. The Indian ryot or 
farmer, indeed the Indian in almost all 
walks in life, has no faith in paper money 
or in any of the modern devices for em- 
ploying credit in the ordinary transactions 
of everyday life. He is distinctly a hard 
money man and the result is that the circu- 
lating medium of the country has been sil- 
ver, enormous quantities. of it. Under 
ordinary circumstances it might be assumed 
that in the course of time enough coins 
would be issued to supply the monetary 
needs of the country but herein enter other 
factors. 


His Wife Is His Bank 


HE Indian isnot a banking man. To the 

average Indian a bank is closely asso- 
ciated in ideas with a native money lender, 
one of the tribe which has oppressed his 
fellows for hundreds of years. In a coun- 
try which has suffered for centuries from 
the oppression of native rulers there is also 
a feeling that it is well to have one’s wealth 
where it can be hidden from tax officers or 
the predatory agents of the powers that be. 
The result is that when the Indian natives 
save money it goes into silver and the silver 
goes—not into a stocking—but on the bodies 
of the Indian women. For untold genera- 
tions the women of India have been its 
savings banks. The silver rupees wrung by 
struggle from unkind fate are sometimes 
hoarded by burial in the family back yard 
but more often they are melted down and 
wrought into personal ornaments for the 
women. The bracelets, armlets, leglets, 
anklets, necklaces, rings, noserings, ear- 
rings or just plain rings and what not worn 
by an Indian woman represent the bank 


account of her husband. In bad years they 
are drawn upon for funds. In good years 
the access to the family fortunes goes into 
more ornaments and the native women be- 
come walking silver shops. I have seen na- 
tive women with their entire forearms so 
covered with bracelets that they could 
scarcely move them, with anklets reaching 
as far up a nether limb as a flapper’s skirt. 
At Darjeeling I saw native women with 
necklaces made of silver plates and coins 
which covered their chests like coats of 
mail. Many of these were represented as 
antiques and doubtless were manufactured 
for sale to credulous tourists but they in- 
dicate where the silver goes. Native rulers 
also often distrust banks for various rea- 
sons and pile up enormous reserves in secret 
silver treasure. The amount of silver thus 
buried from sight in India is unknown and 
probably never will be known but it is 
known to be enormous and has been es- 
timated to exceed a billion ounces of silver 
or over four years’ annual production at the 
present rate—approximately a third oi all 
the silver mined in the years of which we 
have a record. For generation after gen- 
eration this great Indian maw _ has_ been 
open to receive the output of the silver mines 
of the earth. The “wealth of Ormuz and 
of Ind” has something more in it than mere 
poetry. 


Where the Wind Controls 


OW it is evident that this demand for 

silver in India varies according to 
economic conditions in that country. In 
years of plentiful harvests and general 
prosperity the demand is large. In years 
of poor crops and general depression the 
demand falls off. In India, as in many 
other countries, prosperity depends largely 
upon rainfall. The great agricultural areas 
of central and northern India are usually 
abundantly productive with normal rainfall 
but produce little without sufficient mois- 

(Continued on page 769) 
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This phone shows a 
girl at work, posting with 
the “Y and Commer- 
cial Bookkeeper’s Desk. 
The top drawer contains 
the patented “Y and E”’ 
check sorter with 21 
check compartments. 
Other drawers may be 
used for filing signature 
cards, checks or other 
material. 


Patented Windproof 
Check Sorter 


Signature Card Filing 
Check Filing Trays 


Closed and Filled 
Ledger and State- 
ment Rack 


Sliding Desk Top 


This new desk will save 
time and space in your bank 


HIS new “Y and E” Commercial Book- 

keeper’s Desk is designed especially for 

use with mechanical accounting systems 
in banks. 


In the space usually occupied by the folding 
leaf of a bookkeeping machine, this desk pro- 
vides a wind-proof check and deposit slip 
sorter, a signature card file, a check file, and 


extra space for stationery storage. . 
keeper’s in Bank, 


The new desk is of steel throughout, finished ffalo, N. Y. 
in olive green and trimmed with bronze. The : 

top is covered with durable green linoleum and 

is provided with a guard rail at back and sides 

to prevent papers from being blown off or 

brushed off. 


The front, top, bottom and back are of “Y and 
E” fire-wall construction—steel plus asbestos. 


Write for complete circular describing this 
desk, together with our new “Y and E” book "= ete, Een eee 
of office equipment. Philadelphia, Pa. 


MFG.©. | XAWMAN AND ERBE MPG. co. 
485 JAY STREET ROCHESTER, N. Y. = send me a free copy of the 
; “Y and E” book. 


STEEL AND WOOD FILING CABINETS — STEEL 
SHELVING — DESKS — SAFES— OFFICE SYSTEMS 
AND SUPPLIES—BANK AND LIBRARY EQUIPMENT 


When writing to advertisers please mention the American Bankers Association Journal 
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Banking Co-operation 
in Chicago 


ANKS and Bankers are offered a specialized service 

supplemented by the complete facilities of a great 
commercial bank, which, since 1863, has conducted a 
national and international business. 


— — — | 
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Through grouping related lines of business in six major 
divisions, this bank, more than twenty years ago, devel- 
oped a distinctive official organization. 


The division handling the accounts of banks and 
bankers, which have always been an important part 
of the bank’s business, is under the direct supervision 
of John F. Hagey, George H. Dunscomb, James P. 
McManus, Vice-Presidents and Thomas J. Nugent, 
Assistant Vice-President. 


_A booklet briefly describing these facilities, and those of 
the Investment, Trust and Banking Departments of the 
First Trust and Savings Bank will be mailed on request. 
Correspondence invited relative to any phase of this 
broad, comprehensive service. 


FIRST NATIONAL 
BAN Kor CHICAGO 


FIRST TRUST AND 
SAVINGS BANK 


Frank O. Wetmore, Chairman Resources Exceed 
Melvin A. Taylor, President $450,000,000.00 


When writing to advertisers please mention the American Bankers Association’ Journal 
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The Battle of the Giants 


Automobile Price War Among Large Producers Threatens the 


Smaller Companies. 
Lower Profits than in 1925. 


Last Year 18 out of 25 Concerns Showed 
General Motors, Ford and the 


“Independents” Compared. Effect on Dealers and Others. 


ITH the arrival of the spring 

automobile season, many ob- 

servers look for a competitive 

battle among the leading com- 
panies such as the industrial world has never 
before witnessed. Last year the General 
Motors organization challenged Ford for 
domination of the light-car field. There was 
in consequence a new alignment of many 
of the other companies and the elimination 
of several companies. This 
year, campaigns are _ being 
planned and forces massed for 
a selling war on such a broad 
scale that every producer of 
passenger cars, trucks, parts 
and accessories, as well as deal- 
ers and finance companies will 
be drawn into it. 

Because of the great impor- 
tance of the motor industry, 
which directly and indirectly 
has an output whose aggregate 
value surpasses any other in- 
dustry and whose prosperity 
or depression quickly affects 
other lines, every move in this 
huge spectacle is being watched 
with the keenest interest by 
business men and bankers. Au- 
tomotive products now rank 
third in the nation’s export 
trade. 


Chevrolet 
Pontiac 
Buick 


Oakland 
Cadillac 


Dodge 


Packard 
Chandler 


LREADY the sounds of 
minor skirmishes are be- 
ing heard. The weapons in this 
industrial war are cars and 
prices. At the annual automo- 
bile shows held in New York, 
Detroit, Chicago and _ other 
cities, new and improved models 
have been presented, many of 
them at prices which represent ultimatums 
to existing favorites. In the last month 
other price reductions have been announced. 
Army headquarters are Detroit, and the 
battlefields are the “Automobile Rows” in 
every town in America. The General Mo- 
tors Corporation has declared its intention 
to manufacture 1,000,000 Chevrolets this 
year, to increase production of Buick and 
Pontiac in the medium-priced field, Cadil- 
lac and Oldsmobile in the higher-priced 
class, and has just brought out the LaSalle 
for the $2,500 motorist. 

Henry Ford, Commander-in-Chief of an 
equally powerful organization, has not di- 
vulged his plans, but rumors persist that he 
will shortly announce a new car, radically 
different from the Model T that has reigried 
supreme for many years, with a standard 
gear-shift transmission and possibly six 
cylinders. So far this year the production 
of Fords has heen on a greatly curtailed 


Oldsmobile . 


Total Gen. Motors ~ 203,591 


Ford—incl. 


Hudson-Essex 
Willys-Overland 


Studebaker 
Hupmobile 
Paige-Jewett 


schedule; meanwhile other companies in the 
light-car class have speeded up production 
and sales in order to make the most of their 
fleeting advantage. During March the 
prices on the Lincoln, owned by Ford, were 
reduced. 

Facts and figures that have recently be- 
come available throw considerable light on 
the record year 1926, if they be analyzed 
and interpreted. Speaking generally, last 


Wholesale Sales of Passenger Cars 


Increase Increase 
1925-26 1925-26 
+153,879 
+75,836 
+71,434 
+15,601 
+13,157 

+4,716 


1921 
75,667 


83,888 
20,245 
12,661 
11,130 


1925 
466,485 


208,575 
43,935 
45,380 
22,773 


1926 
620,364 


a gain of 153,000 cars or 33 per cent; Buick 
a gain of 71,000 cars or 34 per cent; Pon- 
tiac, introduced last year, accounted for 
75,000, and Cadillac, Oakland and Oldsmo- 
bile all showed substantial increases. 

Ford Motor Company sold a total of 
1,447,915 vehicles, including trucks, which, 
as compared with the 1,798,123 of the pre- 
vious year, represented a decrease of 350,- 
000 units, or 19 per cent. 

The Ford decrease was ap- 
proximately equal to the Gen- 
eral Motors gain, while the 
remaining eighteen cars showed 
a net gain of 59,900, which ac- 
counted for the increase in total 
production of this amount, 
roughly. But consider how 
this net gain arose. Dodge 
went 58,000 ahead of the pre- 


Per Cent 


+33.0 
434.3 
+35.5 


+28.9 
+20.7 


787,148 1,121,771 


trucks.. 928,750 1,798,123 1,447,915 
207,000 
270,000 
220,000 
137,000 
85,000 
110,000 
133,000 
38,000 
40,000 
32,000 
13,000 
14,000 


8,000 
9,000 
5,600 
3,300 
3,300 


Total excl. Gen. 
Mot. and Ford 
Grand Total ... 


321,100 
1,453,441 


1,328,200 
3,913,471 


1,388,100 
3,957,786 


Source of data—Standard Statistics Co. 


year was a banner season for motor manu- 
facturers, as everyone knows, and most peo- 
ple would name the motor industry as 
entitled to first rank among the prosperous 
lines. True, in a general way, but did all 
the companies share equally in this pros- 
perity? 

In order to answer this question, a tabu- 
lation has been made of the sales of the 
twenty-five leading cars last year and during 
1925, with the increase or decrease in num- 
ber of cars and in percentage; also the sales 
in 1921, to show the expansion and changes 
occurring during the five-year period. 


HE General Motors group, as will be 

seen from the accompanying table, in- 
creased sales from 787,000 in 1925 to 1,121,- 
000 in 1926, a gain of 334,000 cars or 42 
per cent. This includes only passenger cars ; 
with trucks, etc., it represented a wholesale 
value of $1,058,153,333. Chevrolet scored 
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+334,623 


—350,208 
+58,000 
—40,000 
—35,000 
+38,000 
+36,000 
+10,000 
—25,000 
+7,000 
—2,500 
+3,000 
+8,000 
—3,000 


—1,500 
+400 
—200 


+59,900 
+44,315 


vious year; Chrysler, 38,000, 
and Nash, 36,000, while Hudson 
and Essex suffered a decline of 
40,000, Willys-Overland, 35,- 
000 and Studebaker, 25,000. It 
is obvious, therefore, that, with 
sales of all companies increas- 
ing only 1.1 per cent, the sen- 
sational gains of some pro- 
ducers were decidedly at the 
expense of their less fortunate 
competitors. 

Five years ago, Ford pro- 
duced 63.8 per cent of the total; 
General Motors group made up 
14.1 per cent, and the remain- 
ing 22.1 per cent was divided 
among all other manufacturers. 
In 1925, the proportion was: 
Ford, 46.0; General Motors, 
20.1, and all others, 33.9 per 
cent. In 1926 it had changed 
to: Ford, 36.6; General Motors, 28.4, and 
all others, 35.0 per cent. 


+42.5 


might also be called to the 


change in rank during this period. In 
1921, based on number of cars sold, the 
order was: Ford, Buick, Dodge, Chevro- 
let, Studebaker and Willys. By 1925 this 
had changed to: Ford, Chevrolet, Willys, 
Buick, Dodge and Essex. Last year the 
ranking was: Ford, Chevrolet, Buick, 
Dodge, Hudson-Essex and Willys. 

The figures regarding sales given in the 
foregoing are reflected in the earnings state- 
ments of the leading producers, and tell the 
same story of large earnings of a few com- 
panies and reduced profits for the majority 
of others. 

General Motors secured the lion’s share 
of the profits last year, its net earnings 
amounting to $176,085,144, which does not 

(Continued on page 764) 
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The Railroad Investor Scans 


the Track Ahead 


By F. A. KORSMEYER 


New Wage Basis, Higher Costs of Fuel and Still Higher Taxes 
Mean Railroads Face an Additional Outgo of Not Less Than 
$200,000,000 Before Reckoning Return on Investments for 
1927. Position of Weak Lines Is Improving. Earnings Outlook. 


AST year the railroads of the United 
States as a whole experienced their 

most profitable year since 1916. 
The rate of return on railroad 
capital reached a level, which at least for 
the time being, compared not unfavorably 
with “the good old days” when railroad 
managers were free to build when and 
where they pleased and at what cost they 
chose to pay, to make their own rates and 
then perhaps disregard them, and to issue 
securities in their own good judgment for 
the acquisition of whatever kind of prop- 

erty they saw fit. 

No doubt the improvement in railroad net 
earnings since 1920 must be regarded more 
as a recovery of lost ground than a march 
forward. It has been powerfully assisted 
by the extraordinarily intense and long sus- 
tained business activity throughout, the coun- 
try, and probably as much, if not more, by 
progress in the technical arts upon which 
good transportation depends. Railroad men 
have learned a great deal they never knew 
before about how much work an engine 
can be made to do in a year, how much of 
its time a freight car really needs to stand 
still, how many tons of freight a ton of 
coal is capable of moving a given distance— 
in short, how hard a dollar can be made to 
work. 


Dollar Does More Work 


ND, while both freight and passenger 
rates are roughly half again as high 
as they were before the Federal government 
first took effective control thereof in 1910, 
railroad capital is retaining for itself a 
decidedly smaller fraction of the country’s 
total transportation bill than it did before. 
In 1926, it took only 19.3 cents out of every 
gross dollar for interest, dividends and 
surplus as against 28.9 in 1916, 21.8 cents 
in 1914 and 28.6 in 1910. What is more, 
each dollar of capital investment did far 
more work than in “the good old days.” 
Nor is the mere amount of work done 
per dollar of invested capital and the nar- 
rower margin of profit all that can be said 
in behalf of the steam carriers. The im- 
provement in the quality of their service 
since the beginning of the century and 
particularly during the past half dozen 
years, is all but unanimously, and very gen- 
erously, acknowledged by shippers, travelers 
and regulatory authorities. That it has 
played a conspicuous part in a virtual rev- 
olution in the American theory and method 


The iron horse of 1869 and 1927 on 
the Union Pacific 


of doing business, rendering possible a 
vastly greater turnover with smaller stocks 
of merchandise on hand, a reduced interest 
cost and conservation of the country’s credit 
resources, is already a familiar story. 

That aspect of the transportation service 
of today is mentioned here only to account 
for the important change that has taken 
place in the attitude of the public toward 
the railroads in recent years. So-called 
campaigns of education are all very well in 
their way, but popular and _ legislative 
animosity toward the carriers would never 
have given place to the helpful friendliness 
that has supplanted it were it not for the 
fact that during at least the past two years 
the carriers have done about all for their 
patrons that could reasonably have been 
expected of them. Judging from outside 
indications, it may fairly be inferred that 
about the beginning of 1923 the majority of 
railroad executives abandoned hope of ob- 
taining public good will through “propa- 
ganda,” no matter how honest in spirit or 
how fully justified by the facts it might 
be; and had determined instead to gain the 
general favor by deserving it beyond all 
possibility of dispute. In this way, pri- 
marily, the railroads have settled their an- 
cient quarrel with the hundred million. They 
have persuaded themselves to do less stand- 
ing upon their rights and to give closer 
attention to their duties. 

In minor particulars they have now and 
then recognized discretion as the better 
part of valor. For example, the western 
transcontinental carriers have abandoned for 
an indefinite time their efforts to obtain 
lower through rates on certain classes of 
merchandise moving to the Pacific Coast 
without correspondingly reducing the inter- 


740 


mediate rates. It was their hope that by 
such means they might regain a part of 
the traffic lost to the Panama Canal ship 
lines. But their purpose aroused so much 
opposition from the so-called inter-mountain 
states that legislation seriously curtailing 
the authority of the Commerce Commission, 
besides introducing into the established rate- 
making processes a new and disturbing fac- 
tor, became a possibility. In this matter as 
in some others the carriers concerned have 
bowed to the force of public opinion, though 
often at some cost to themselves and even 
against what they conceive to be the public 
interest. 


Labor Relations Good 


N the side of labor relations the position 

of the railroads is at the moment about 
as satisfactory as it can ever be expected 
to. be to both employers and employees at 
the same time. Average annual income per 
employee, after a sharp reduction in 1921, 
continued to work lower until 1924, since 
which year it has distinctly risen. The 
course of hourly or daily wage rates has 
not at any time since the war followed the 
level of commodity prices or cost of living 
at all closely, but wages were at least fairly 
stabilized between the end of 1922 and the 
later months of 1926. Better operating 
methods and expanding traffic volume 
effected during that period some compara- 
tive reduction in labor cost as a factor in 
operation. 

During the final quarter of 1926 a new 
cycle of wage advances was inaugurated 
which is still in process of extension among 
the various classes of employees. The state- 
ment may be hazarded, if only as one of 
personal opinion, that the substitution of 
the Watson-Parker law for the former la- 
bor section of the Transportation Act, and 
a new machinery of mediation and arbitra- 
tion for the now defunct Railroad Labor 
Board, has rendered it easier for the labor 
organizations to influence wages and work- 
ing conditions. Theoretically, either side 
can stand firm against changes, even beyond 
the appeal provided by the new law to a 
board appointed by the President of the 
United States. But the logical outcome of 
a permanent deadlock is the strike, which 
solution is generally and no doubt correctly 
regarded as less available to the companies 
than to the men. 

The new law was unanimously favored 

(Continued on page 768) 
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Have you 
received 
your 


copy? 


.... this unusually important 
edition of the BLUE BOOK 


Seldom in the history of American 
banking have so many significant 
changes taken place as in the last 
six months of 1926. The January 
edition of the Rand M¢Nally 
Bankers Directory now being dis- 
tributed records them all. 


Mergers, absorptions, re-organi- 
zations and new banks tell only 
half the story. You will want to 
consult the new edition for com- 
plete details. 


Every March and September the 
Blue Book is published with an 
average of 200,000 corrections. 
Only a very limited number of the 
latest copies are available for new 
subscribers. 


You will find the Rand M¢Nally 
Bankers Directory in the majority 
of banks, both large and small. 
Since 1871 it has been recognized 
as the most complete and reliable 
banking reference. 


Here are some of the invaluable 
‘acts tabulated for your daily use: 
oanks by states, with statements, 


Map 


Dept. P-4 


536 S. Clark Street, Chicago 


Washington San Francisco 


Largest Publishers of Banking Publications in the World 
Official Numbering Agent, American Bankers Association 


ESTABLISHED 1856 


270 Madison Avenue, New York 


B ANKERS ASSOCIATION JOURNAL 


officers and correspondents; foreign 
banks; bank directors; bonded 
attorneys; commercial laws of all 
states, condensed for easy reference; 
Federal Reserve System; postal 
rates; bankers’ associations; 
Numerical System Bank Transit 
Map; examiners; clearing houses; 
foreign currency; interest rates by 
states; Farm Loan System; joint 
stock land banks, etc. 


If you are not now using the 
Bankers Directory, by all means 
send in your order for the latest 
edition. Full information about 
Rand M¢Nally & Company’s 
complete bank service will be gladly 


.sent upon request. 


Make use of this 
complete bank service 


*The Bankers Monthly —The Magazine for Bank 
Executives. Covers every. phase of bank manage- 
ment and development. Send for introductory copy, 
free. 


*The Bankers Service Bulletin—A monthly maga- 
zine devoted to bank routine, equipment and 
supplies. 


*The Bankers Service Guide— How and Where to 
Buy. A conveniently indexed and permanently 
useful reference book. Cloth bound, $1 postpaid. 


Key to the Numerical System of the A. B. A.— 
Official publication of the American Bankers’ 
Association. Cloth bound, $2.50 postpaid. 


Banking and Business Ethics — By W. E. Borden 
and Cyrus Lauron Hooper, $1.35 postpaid. 


How Banks Increase Their Business—By G. Prather 
Knapp. 326 pages, cloth, $5.00 postpaid. 


*Advertising in these publications as well as in the 
Bankers Directory (Blue Book) reaches a responsive 
and responsible list of interested readers and buyers. 
Full, half and quarter pages are available. 


The Bankers Directory offers the further advantage 
of special listing in its classified columrs. By taking 
extra space and special type faces, it is possible for 
banks to give complete personnel and service, 
demonstrate growth and emphasize past record. 


Business men and investment houses all over the 
country know that Bankers Directory advertisers 
are aggressive, helpful banks and consequently give 
them more business. 


It will pay you to obtain complete information. 
Write for rate card. Member Audit Bureau of 
Circulations, Financial Advertisers Association, 
National Publishers Association. 


HAVE YOUR SECRETARY MAIL THIS 


Los Angeles 


Rand MONally & Company, Dept. P-4 
536 S. Clark Street, Chicago 


Please send complete information about the following checked (x) 
for your attention: 
( ) Bankers Directory ( 
) Bankers Monthly 
( ) Bankers Service Bulletin ( ) How Banks Increase Their Business 
( ) Bankers Service Guide ( ) 


) Key to A.B. A. System 
Banking and Business Ethics 


Maps for Bankers 


When writing to advertisers please mention the A.nerican Bankers Association Journal 
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What Besides Posting? 


“Kalamazoo” equipment provides something more than merely a post- 
ing tray to hold machine made records. That something is a record 
for use after or prior to posting. This enables your operators to do 
the preparatory work before posting and the after posting checking 
and proving with the greatest possible ease, speed and accuracy. 


When used for posting, “Kalamazoo” equipment enables the operator 
to attain the maximum speed with the minimum amount of physical 
and mental effort. The design and construction of the posting rack 
is the result of painstaking analysis and stop-watch tests under a wide 
variety of conditions. The handling of the sheets from the rack to 
the machine becomes a series of practically automatic motions, leaving 
the operator’s attention focused only upon the figure work. 


When you install bookkeeping machines, you expect and are entitled 
to certain results. “Kalamazoo” equipment will help you attain these 
results just the same as it has helped thousands of other businesses 
in all sections of the country. The one sure way to know just what 
“Kalamazoo” will do for you is to see it in actual operation. Our 
representative will be glad to give you a demonstration in your own 
office or arrange for you to see “Kalamazoo” equipment in actual use 
in one or several institutions right in your own city. 


Write today for detailed information regarding “Kalamazoo” and its 
application to your business. There is no obligation attached what- 
soever; it merely affords you an opportunity to see and know what 
other successful institutions in your same line of business are doing to 
realize fully on their investment in bookkeeping machines. 


KALAMAZOO LOOSE LEAF BINDER COMPANY 


Factories at Kalamazoo, Mich., and Los Angeles, Calif. 
Sales Offices in Principal Cities. 


When riting to advertisers please mention the American Bankers Association Journal 
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New Orientation in Federal 


Reserve Policy 


By E. E. AGGER 


Rutgers University 


Alleged Policy to Centralize Control in the Federal Reserve 


Board Seems to Be in Harmony With the Reserve Bank Theory 
and the Obvious Intent of the Act Itself as Revealed by an Exam- 


HORTLY after the passage of the 
McFadden Bill, which, it will be re- 
called, extended indefinitely Federal 
Reserve bank charters, very signifi- 
cant dispatches were sent out from Wash- 
ington concerning a new development of 
Federal Reserve policy. The relevant por- 
tions of one of these dispatches, published 
in the Wall Street Journal, are quoted here- 
with : 

“Far reaching changes in the Fundamental theory 
of the administration of the Federal Reserve Sys- 
tem are impending. Foundations have already 
been laid for the development of a policy designed 
to centralize control of the system in the Federal 


Reserve Board, and to restrict the powers for in- 
dividual action gradually acquired by the twelve 


Federal Reserve Banks. 
“Enactment of the McFadden Bill, extending 
Reserve banks, 


in perpetuity the charters of the 
clears the way for the Federal Reserve Board to 
carry out its new policy of gathering to itself the 
reins of control over the activities of the different 
institutions of the system. What is sought is a 
disciplined organization, wherein the policies of 
the Federal Reserve Board will be administered 
uniformly by individual banks. In other words, 
the Board is seeking a position from which at all 
times it can guide the system, rather than be 
compelled at times to follow the lead of a few of 
the Reserve banks. pray 


“Success of the program would enable the Board 
to require a far greater uniformity in the discount 
and open market policies of the twelve banks than 
has so far been possible. The Board wants to be 
in a position to adjust Federal Reserve policies to 
the needs of the country as a whole, from the 
standpoint of national administration rather than 
to permit individual banks to determine questions 
of procedure for their districts with the national 
aspect seen through local eyes.” 

A matter of such importance has natu- 
rally attracted wide attention. Apprehen- 
sion has been expressed in some quarters 
lest this allegedly new policy lead to bureau- 
cratic centralization and to interference with 
local management. It will be noticed that 
the aspects of reserve policy specifically 
mentioned are those relating to open mar- 
ket operations and to the control of dis- 
count rates. But instead of justifying anx- 
iety it is believed by the writer that a 
reserve policy aimed at centralized control 
of discount rates and of open market pro- 
cedure will be found to be in complete har- 
mony with the fundamental theory of the 
Reserve Act itself and with reserve bank 
theory and practice in the chief countries 
of Europe. Furthermore, it is believed that 
such a policy in the long run will redound 
to the best interest of banking and of gen- 
eral business in the United States. * 

We can best appreciate the original 
theory of the Reserve Act by recalling 
the conditions that existed in American 


banking before the act was passed. Senator 


ination of Various Sections. Importance of Centralized Control. 


Underwood & Underwood 


Gates W. McGarrah, New York 
banker, recently named as Reserve 
Agent and Chairman of the Board of 
the New York Federal Reserve Bank 


Aldrich’s famous Monetary Commission had 
made a careful study of American banking 
and had published a monumental collection 
of literature bearing on the subject. In the 
Commission’s final report, in which was in- 
cluded a comprehensive reform scheme, the 
Commission enumerated categorically seven- 
teen shortcomings of our pre-Federal Re- 
serve System. These, it will be recalled, 
included such things as scattered reserves, 
“dead-line” reserve prescriptions, lack of 
rediscount facilities and of an open discount 


market, an inelastic currency, inadequate 
clearing facilities, etc. But two of the 
seventeen, namely, numbers seven and 


twelve, are of chief significance in the pres- 
ent discussion. They are: 


No. 7. ‘‘We have no instrumentality that can 
deal effectively with the broad questions which, 
from an international standpoint, affect the credit 
and status of the United States as one of the 
great financial powers of the world. In times of 
threatened trouble or of actual panic these ques- 
tions, which involve the course of foreign exchange 
and the international movements of gold, are even 
more important to us from a national than from 
an_ international standpoint.” 

No. 12. “Our system lacks an agency whose 
influence can be made effective in securing greater 
uniformity, steadiness, and reasonableness of rates 
of discount in all parts of the country.” 


Wherein, it may be asked, are these criti- 
cisms significant ? 
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INAL control of discount rates on a 

national basis is recognized as highly 
important for two reasons: 

(a) It is essential to orderly credit de- 
velopment and to stability of the price level 
at home. 

(b) It is essential to the protection of 
domestic reserves from the international 
standpoint. 

Orderly credit development implies the 
harmonizing of credit policy with business 
needs. Both “stringency” and “inflation” 
are to be avoided. Credit must be kept 
supple and elastic. It must be made to re- 
spond to rather than to initiate changes 
in the general business situation. 

In a big country like the United States 
business is organized on a national scale. 
No adequate estimate of national needs can 
be made by those chiefly concerned with 
the administration of local affairs. An 
accurate interpretation of the country’s needs 
as a whole can be made only by those who 
are in position to take a broad national 
view. 


Importance of Centralized 
Control of Discount Levels 


ENTRALIZED control of discount levels 

is also essential to the protection of do- 
mestic reserves from the international stand- 
point. This question is somewhat more com- 
plicated, because it presents itself in two 
aspects, namely, that of a proper limitation 
of credit expansion at home, and that of 
the ability to influence foreign exchange 
rates and international gold movements. 

In purely domestic relationships the ques- 
tion of credit limitation is not so impor- 
tant. It tends pretty largely to take care 
of itself. If, for example, a single bank 
in a community tends unduly to expand its 
credit, such a bank will be faced with 
heavier debits in the clearings, its reserve 
will tend to be depleted, and under this pres- 
sure it will be forced in time to restrict 
its operations and to adjust its pace more 
in harmony with that of its neighbors. 
Similarly, if all the banks in a community 
tend to outrun those of other communities, 
a check to such expansionist tendencies will 
soon be applied through normal domestic 
clearing operations. The inflationist com- 
munity will begin to lose reserves to its 
more conservative neighbors, and the normal 

(Continued on page 766) 


Extension Service and Business 
Allied to Farming 


By H. J. BAKER 


Director of Extension Service New Jersey State College of Agriculture 


Radical Changes Which Have Taken Place in Farming Necessi- 
tate “Service Stations” Which Are a Help to Agriculture. If He 
Renders Service, the Middleman Is Not a Parasite on Agricul- 
ture but a Co-Worker Whose Services Should Be Appreciated. 


USINESS allied to farming in- 

cludes the fertilizer industry; feed 

trade; seed, machinery, and imple- 

ment dealers; nurserymen; bank- 
ers; and carriers and distributors of farm 
produce. Most of this is relatively new. 
It was not so long ago that if a farmer did 
not produce enough feed to feed his live- 
stock, he was considered a poor farmer. 
Now the dairy and poultry farmers of the 
eastern states purchase most of their con- 
centrated feed. Until recent years the 
farmer raised his own seed. The commer- 
cial fertilizer industry is not very old, and 
outside of the East and South is a rather 
small infant yet. Only within a compara- 
tively short time has the farmer had a 
complicated distribution and marketing 
problem. The farm used to be practically 
self-supporting and had little surplus above 
family needs, and needed little service in 
its production and distribution problems 
that was not met by family labor. We do 
not fully realize what has happened until 
we look back and contrast conditions of 
twenty-five to forty years ago with those of 
today. 

These changes shave called for the devel- 
opment of the lines of business allied to 
farming. The feed business, the fertilizer 
business, the seed business, and the others 
are service institutions to farming. The 
development of these several branches of 
business allied to farming has been a big 
contributing factor in enabling the farmer 
to adjust his business to meet changing 
economic conditions and competition from 
other areas. They are necessary adjuncts. 


Things Overlooked 


et there are some things that farmers, 
dealers in farm supplies, and our col- 
lege and extension people have sometimes 
overlooked. In the first place, not enough 
emphasis has been given to the fact that the 
farmer of today is dependent upon the ser- 
vices of business allied to agriculture. The 
time has come when the farmer must have 
some commercial fertilizer in order to get 
desirable crop yields. This fertilizer must 
be manufactured, bagged, transported, and 
some agency must exist to look after local 
distribution. Those engaged in the fertilizer 
‘business from manufacturer to local dealer 
are rendering a real service to the farmer. 
They are entitled to a fair return for their 


labor and capital. The farmer is also en- 
titled, just as any other business man, to a 
fair return for his labor and capital. In 
other words, the good servant is worthy of 
his hire. This fact has not always had 
proper emphasis. Let me illustrate my 
point further. In the dairy business there 
has been a big argument as to whether the 
margin, between the price farmers get for 
their milk and that paid by consumers, is 
too great. I will not try to answer that 
question, but let me point out that the con- 
sumer wants his milk free from disease, 
transported quickly, put in clean bottles, 
delivered at his back door in time for break- 
fast, every day in the week, holidays and 
Sundays included. He expects the privi- 
lege of changing his order by calling up on 
the phone and saying he does not want any 
milk over the week-end, or he wants three 
quarts tomorrow morning instead of five, 
or he wants a quart extra. If the consumer 
expects that kind of service, he must expect 
to pay for it. The farmer also expects that 
kind of service nowadays from his local 
dealer. He wants to buy a load of feed 
when it suits him to go to town—he may 
want two bags or he may want twenty. 
One man wants a certain mixed feed, and 
the other wants to mix his own. One fel- 
low wants it delivered to the farm, and 
another does his own hauling. Many buy 
on credit and every man wants his needs 
met at all times. I maintain therefore that 
business allied to farming that is giving 
this service, is essential to the welfare of 
farming, and that there has been too much 
loose talk, based on shallow thinking, de- 
nouncing the middlemen, even by those 
who are looked upon as leaders and whom 
we expect to do fairly straight thinking. 


Economic Changes Not 
Recognized 


N the other hand, those engaged in 

business allied to farming have not 
always appreciated their responsibility as a 
service institution. The middlemen, includ- 
ing transportation officials, distributors, and 
local dealers, frequently have not recognized 
these economic changes that have been 
going on quietly. They have insisted on 
doing business in the same old way, have 
failed to study the problems of their trade, 
and consequently have not rendered the ser- 
vice necessary, with the result that compet- 
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ing agencies have come into existence. For 
example, I know of farmers’ cooperative 
purchasing associations that have come into 
existence in certain communities for this 
very reason. At the same time, I can point 
to progressive local dealers who have ad- 
justed their methods of doing business so 
that there is no sound argument for another 
local feed business being established in that 
community in the form of a cooperative 
purchasing association or another private 
dealer. The progressive dealer has been 
awake to these changing conditions, he has 
been sympathetic with his customers, he 
understands their problems, he recognizes 
that modern business methods require ser- 
vice, and he has conducted his business in 
a way that is for the best interest of his 
community. 

Several years ago we were conducting an 
extension: school in a farming community. 
The dairy extension specialist knew that 
dried brewers grains were a good buy at 
that time and recommended them to the 
farmers. The local feed dealer was at- 
tending the school. He had no brewers 
grains in stock but he left the school, got 
on the wire and located some, came back to 
the school and placed orders that day for 
two carloads. 


Anticipating the Need 


NOTHER example of the same type 
came to my attention just recently. A 
local dealer handling spray materials in one 
of our big fruit sections told me that he al- 
ways gets the spray recommendations from 
the county agent or the experiment’ station 
before he stocks his supplies. The result 
is that when the recommendations on spray- 
ing are given to our farmers by the county 
agent, the local dealer has the goods. This 
makes our extension teaching far more ef- 
fective and on the part of the dealer it is a 
real service to the farmer. It is useless for 
our extension workers to recommend lime 
for alfalfa when there is no way for the 
farmers to get it locally! What is the 
sense of recommending certified seed if the 
farmer cannot get it at his local store? _ 
In the early days of extension work this 
was a common error. We are not making 
that mistake so often now. Now we go to 
the local dealers and say: “We are going 
to recommend certain things to farmers. 
Will you be prepared to supply their 
(Continued on page 759) 
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E~GUARD 


CHECK WRITER 


Complies with Negotiable 
Instrument Law 
The Safe-Guard Check 
Writer writes the amount in 
@ words only, thereby comply- 


ing with the Negotiable Instru- 
ment Act. 


The sample of Safe-Guard’s 
@ work shown below gives an 
idea of the complete protection 
offered. 


The new Speed Model B Safe-Guard 
Check Writer is the FASTEST word 
check protector ever offered to the pub- 
lic. 


The Safe-Guard mechanically protects both payee name 
and amount line—writes the amount in words. 
Further Information Without Obligation. 


Some choice territories still open for capable distributors and salesmen. 


SAFE-GUARD CHECK WRITER CORPORATION 
3 Beekman Street New York, N. Y. 
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Columbia Power Station, situated on the Ohio River near Cincinnati, has an 
installed generating capacity of 90,000 KW, with provision for ultimate expan- 
sion to 360,000 KW. It was dedicated to public service December 10, 1925. 


More than four and a half million people in Ohio, West Virginia, Penn- 
sylvania and Kentucky are served by Columbia System. To this populous 
industrial and agricultural region Columbia supplies electricity, natural and 
manufactured gas and traction facilities, under unified and efficient control. 


From the Annual Report for 1926 


Kilowatt Hours Generated 894,615,230 
Installed KVA Electric Generating Capacity. . 368,000 
Cubic Feet of Gas Produced and Purchased... 139,606,512,000 
Cubic Feet of Gas Manufactured 2,368,490,000 
Producing Gas Wells 7,812 
Capital Expenditures for Property Additions 
and Extensions $28,299,511 


Total Assets $501,559,403 


COLUMBIA GAS & ELECTRIC CORPORATION 


OFFICE of the 61 BROADWAY 
PRESIDENT NEW YORK 


When writing to advertisers please méntion the American Bankers Association Journal 
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Want a Better Run Bank? 


Here Are Some Suggestions Developed During Three Regional 
Conferences Conducted by the Savings Bank Division. Com- 
munity and Individual Advertising, School Savings, Bonds, 
Bookkeeping, Installment Selling, Business-Getting Letters. 


HE most effective plans that banks 

can adopt to meet the competition 

for savings funds, the growth of 

installment buying as a threat to 
thrift and improved methods of operating 
savings banks were reviewed in a practical 
way during March when a series of regional 
savings conferences were held in Oakland, 
Cal., Cleveland, Ohio, and St. Louis, under 
the auspices of the Savings Bank Division 
of the American Bankers Association. 

A wide range of subjects was covered. 
The conferences developed that savings 
banks are coming more and more to the 
use of amortized mortgages, the unit sys- 
tem in handling savings depositors, the more 
widespread use of machines in the keeping 
of records and specialized advertising. 

W. R. Morehouse, vice-president of the 
Security Trust & Savings Bank of Los 
Angeles and president of the Savings Bank 
Division, attended all of the regional con- 
ferences and emphasized the need for bank- 
ers exerting their influence to hold install- 
ment selling within bounds; declared that 
efficient service was the best way to build 
up banking and urged the adoption by sav- 
ings banks of the plan of amortized mort- 
gage loans for home owners as a means of 
meeting the competition in this field. 


The Western Conference 


T the western regional conference, held 
in Oakland on March 16, 17, 18, the 
possibilities presented in community adver- 
tising by banks were outlined by A. W. 
Moore, vice-president of the Oakland Bank. 
He told how the banks in Oakland had 
joined together with good results in adver- 
tising the services which they all were pre- 
pared to sell. 

Three things can be obtained by collec- 
tive advertising—space no single bank can 
afford to buy; an unequalled attractiveness 
of set up; almost any location desired in 
the paper. 

K. L. Hamman, president of the Ham- 
man Advertising Agency of San Francisco, 
reviewed the intense selling and advertising 
activities of business to get the buyers’ dol- 
lars and expressed the opinion that those 
who are pressing the individual to spend his 
money will certainly win in the long run 
unless this great sales pressure is counter- 
balanced by equally intensive efforts on the 
part of those who would induce the in- 
dividual to save a portion of his dollar. 

Estimating that from $6,000,000,000 to 
$8,000,000,000 of installment credit was ex- 
tended in 1926, O. W. Adams, vice-presi- 
dent of the Utah State National Bank of 
Salt Lake City, urged that serious study 
be given the problem by bankers. As banks 
furnish anywhere. from $3 to $7 for every 
dollar furnished as capital by the finance 


companies, the real control of the business 
is vested in the hands of the bankers, he 
said. 

When it is realized that the excess cost 
to the public for the privilege of buying on 
time amounted to $800,000,000 during 1926, 
the seriousness of the situation may be ap- 
preciated, he asserted. 

The days when investments for banks 
were purchased not primarily for selling at 
a profit but with the thought that they 
might be utilized as a secondary reserve 
have passed, W. Espey Albig, deputy man- 
ager, Savings Bank Division of the Amer- 
ican Bankers Association, said in discussing 
the desirability of well diversified loans and 
investments for independent banks. By gen- 
eral agreement, he said, it is thought that 
about 15 per cent of the time deposits of a 
bank are invested in this secondary reserve, 
made up of the best and most liquid securi- 
ties; 60 per cent may be utilized in loans 
on first mortgages or invested in selected 
first mortgage bonds; 5 per cent cash re- 
serves to meet legal requirements and for 
counter use; leaving a margin of 20 per cent 
of the deposits for investment in other se- 
curities. 

“The feeling in the old days that the 
bond account was primarily for a secondary 
reserve and that profit was rarely made on 
bonds because the bank bought necessarily 
on a high market and sold, in order to main- 
tain its reserve, on a low market are no 
longer held,” Mr. Albig said. “In modern 
banking practice due attention is paid to 
serial maturities in bonds. The money ac- 
cruing from the regular sequence of these 
maturities, together with the constant stream 
of installment payments reaching the bank 
from real estate mortgage loans will in 
normal times be regularly reinvested. In 
times of stress or unusual scarcity of money 
or declining reserves, it will save the neces- 
sity of selling bonds on a depressed market 
or utilizing the bonds sacred to the secondary 
reserve, except under most unusual condi- 
tions. Coupled with this orderly policy is 
that of making the bond account show a 
profit through the constant change in se- 
curities.” 


School Savings Spreading 


HILE there were 3,404,000 school 

savers with an average balance of 
$9.36 at the close of the last school year, the 
further spread of school savings is indi- 
cated, Jay Morrison, vice-president of the 
Washington Mutual Savings Bank of Seat- 
tle, said. The system is conducted for the 
most part by the banks at a loss, rather 
than at a profit, it was disclosed. 

In discussing competitors of banks, G. B. 
Campbell, cashier of the Security State 
Bank, San Jose, Cal., advanced the opinion 
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that the function of savings banks and 
building and loan associations should be 
complementary and not competitory. The 
fundamental difference between them should 
be that building and loan associations, un- 
der no circumstances whatever, should be 
allowed to pay their so-called deposits on 
demand. “They should be compelled to rep- 
resent themselves, not as depositors, but as 
mediums for investment and never repay 
these investments except on six months’ 
written notice. That single provision, I 
believe, would go a long way toward cor- 
recting the manifestly unsound position 
caused by investing demand deposits in ten 
year mortgage loans and keeping in debt 
besides, as has been the practice of most of 
our California associations. 

The total farm mortgage debt of the 
United States has grown from $7,857,700,- 
000 at the beginning of 1920 to more than 
$8,500,000,000 in 1925, Willard D. Ellis, 
president of the Federal Farm Loan Bank 
of Berkeley, said in discussing the relation- 
ship between savings banks, Joint Stock 
Land Banks and the Federal Farm Loan 
Banks. With an increase in the acreage of 
lands devoted to farms of only 46,000,000 in 
fifteen years, the farm mortgage debt of 
farmers operating their own farms has prac- 
tically doubled in the same period. The 
value per acre of farms has dropped from 
$69.38 in 1920 to $53.57 in 1925, according 
to official estimates. 

E. L. Farmer, president of the Title In- 
surance and Trust Co. of Los Angeles, dis- 
cussed the operation of title insurance in 
connection with real estate loans. There is 
no place in the United States, he said, where 
title insurance has been more perfectly de- 
veloped than in the west. 

The more human the banker is in his ap- 
proach, the more success he will have in 
promoting household economics and_sys- 
tematic savings, H. C. Carr, vice-president 
of the First National Bank of Porterville, 
Cal., told the conference. 

For every personal interview that takes 
place in banking, nine letters are written, 
Waldo J. Marra, correspondence director of 
the Bank of Italy National Trust and Sav- 
ings Association, said. For this reason letters 
have become generally recognized as a defi- 
nite creative force in the building and hold- 
ing of the business of a bank. The first 
step in good letter-writing is to throw over- 
board old-time phrases and expressions that 
hinder rather than help a message, he said. 
The letter should simply express to the 
reader in everyday, direct language the very 
thing the writer would say in conversation. 

Although the term “efficient service” is 
overworked; efficient service is the key 
which opens the way to a bigger business 
for every bank, W. R. Morehouse declared, 

(Continued on page 775) 


The Condition of Business 


Favorable Factors Include Marked Increase in Steel Mill Opera- 
tions. Indifference to the Coal Strike. Three Reasons for Dis- 
appointment in 1926 Profits. Commodity Prices at Low Point 
Comparison of American and Foreign Prices. 


for Five Years. 


HERE has been no great change in 

the general business situation during 

the past month, the aggregate vol- 

ume of production going on uninter- 
rupted, while distribution, as measured by 
bank clearings, carloadings and retail sales, 
also holds at a high level. Indeed, the few 
developments of importance that occurred 
all tend toward an expansion of employment 
and output up to where it can again compare 
favorably with the record year 1926. Few 
people expect the current year to achieve 
many new high marks, but on the other hand 
evidence is increasing that it will not fall 
seriously behind last year. 

The favorable factors include a marked 
increase in steel-mill operations to near ca- 
pacity, increased schedules of automobile and 
tire manufacturers in response to the early 
spring weather and active sales, and a par- 
tial recovery in new building construction 
undertaken. In the textile industries, there 
has been a continued forging ahead of cot- 
ton yarn and cloth production, which has 
also been shared by rayon, whose popular- 
ity, especially as a mixture with other fibers, 
is growing and whose price has recently 
been marked up and regained the loss of 
last year. The silk industry is in much 
better shape than a year ago in not being 
burdened with an overproduction of prints, 
such as made conditions unsatisfactory last 
year, while the woolen line is still handi- 
capped by subnormal demand for its prod- 
ucts. The shoe business is running along 
somewhat better than a year ago, sales of 
lighter-weight footwear being’ stimulated by 
the warm temperatures, but it cannot yet 
be regarded as prosperous, and the leather 
tanners are still retrenching, working down 
stocks, and scrapping plants in an effort to 
get back on a really profitable basis after 
a decade of depression. 


Coal Strike Viewed with 
Indifference 


HE long-expected coal strike of union 

miners in the soft coal fields has started 
without causing any great concern, either 
in the financial world or, so far as can be 
learned, on the part of business generally. 
The attitude of the public, amounting al- 
most to one of indifference toward the strike, 
is a reassuring sign as to the underlying 
strength of the general business situation. 

It has been pointed out that huge stocks 
of soft coal have heen accumulated by large 
industrial consumers, dealers, railroads and 
public utility coricerns in anticipation of 
the strike, these supplies above ground at 
the present time being estimated at 70,000,- 
000 to 80,000,000 tons, comparing with less 
than 50,000,000 tons last fall. The fact is 
also brought out that the union fields com- 
prise only one-third of the total, and that 
the remaining territory, which will probably 


not be affected, could produce nearly suff- 
cient for the requirements of many months 
to come, making use of the stocks on hand, 
and that, therefore, there is no danger of 
scarcity or even likelihood of price advances 
until fall at the earliest. 

The seriousness of a coal strike should 
not be minimized, however, for if the sus- 
pension should be long drawn out, general 
business must eventually be affected. Loss 
in purchasing power in the mining districts 
will hurt sales and collections in those lo- 
calities, and the recent boom in steel manu- 
facturing, railroad shipments of coal, etc., 
will be offset by lower activity from now 
on. 

Another favorable factor in business is 
the state of the government finances, the 
approval with which the Treasury announce- 
ment of short-term certificates was received, 
also the long-term refunding bonds and their 
immediate subscription, and the large in- 
crease in tax receipts resulting from last 
year’s prosperity. 

The remaining major development of 
March, the oil situation, is an exception to 
the favorable items above cited. The con- 
tinued output of crude petroleum at around 
the highest rate in history has resulted in 
falling prices for crude and refined, and 
will mean lower earnings for the leading 
companies and heavy expenses in storing the 
enormous surplus. 

All in all, the business situation is chang- 
ing only slightly and generally in the direc- 
tion of improvement. From the first of 
January to date, no information has come 
to hand which would require a revision of 
the outlook that 1927 will be a good year. 


The Attack on Profits 


F the volume of manufacturing and trade 

be the usual first query in a discussion of 
business conditions, the second invariably is, 
“What about profits?” To this question it 
seems more difficult to give a very enthusias- 
tic answer, for a number of reasons, certain 
authorities to the contrary notwithstanding. 

The year 1926 has been spoken of as 
about the most prosperous for business gen- 
erally that could be imagined, yet if the 
annual reports of the hundreds of companies 
which publish statements be analyzed, it will 
be found that a large percentage did not 
have higher profits than during the pre- 
ceding year, but lower. If they be studied 
by groups, it will be discovered that there 
are great industrial groups, such as coal 
mining and cotton manufacturing, with hard- 
ly a single concern making a moderate re- 
turn, if any at all. Earnings in the great 
rubber industry were practically cut in half 
last year as compared with 1925 because of 
the drop in crude rubber and cotton fabric 
prices, and some of the weaker companies 
are not in an enviable position. 
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In other groups, as automobiles, a classic 
example of prosperity, the figures show that 
eighteen out of twenty-five leading com- 
panies had lower earnings than during the 
previous year! The situation in the motor 
industry is discussed more fully in another 
article of this issue. 

In many industries the failure of numer- 
ous big companies to exceed their previous 
records comes as a distinct surprise, while 
the reports of many other companies show 
only negligible gains, instead of the large 
increases that had been anticipated. Most 
of the large department store organizations, 
which have just published reports covering 
their fiscal years ended Jan. 31, 1927, show 
the same tendency—a _ substantial increase 
in sales and a substantial decline in profits. 
It appears that the last quarter of the year 
was the poorest in the matter of profits, 
characterized as it was by curtailment in 
activity and in frequent instances charged 
with inventory adjustments, reserves for bad 
debts, depreciation, taxes, etc., which had not 
been allowed for in the interim statements. 

All of these companies publishing reports 
represent the larger and more prosperous 
corporations which, as has been pointed out 
before, should naturally be expected to make 
better showings than the small firm or in- 
dividual business establishment. Most bank- 
ers will agree that the stories of the small 
fellows are not all cheerful by any means. 

The reasons for profits not being all that 
were hoped for in 1926, and the same will 
apply to a much greater extent during 1927, 
appear to be threefold: (1) keen competi- 
tion; (2) capacity that can easily cause pro- 
duction to run ahead of consumption, or cir- 
cumstances causing consumption to slow 
down below production; (3) and a con- 
stantly declining price level. These are the 
three forces that are attacking profits and 
that deserve the most careful attention this 
year. 


Prices of Commodities Lowest 
in Five Years 


HE steady whittling away of commod- 
ity prices during recent months has now 
carried the general average down almost to 
the post-war low of January, 1922. Prices, on 
the whole, are at their lowest for approxi- 
mately five years. The Irving Fisher index 
for last week stood at 139.6 per cent of the 
1913 level, which compares with the post- 
war low in January, 1922, of 138. At the 
peak of the 1920 inflation, the record high 
was 247 and last year the high was 159.7. 
One of the interesting facts regarding the 
commodity price situation is that the soit- 
ness is by no means confined to the United 
States, but is characteristic of British and 
continental markets. Crump’s index of Brit- 
ish prices is now 135.8, compared with the 
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Entrusted with others’ property, 
bankers have made of their insti- 
tutions symbols of safety. 


Quite in keeping with that tradi- 
tion is the service rendered by 
Lamson Pneumatic Baby Tubes. 
For they are unobtrusive instru- 
ments of safety. 


Lamson Baby Tubes cancel the 
distance between tellers and 
bookkeepers. They provide 


= 


swift, accurate, effortless com- 
munication. They serve with 
privacy and certainty. ‘They are 
unheard, unseen thoroughfares 
for cheques, balance slips, and 
written information. 

Lamson Baby Tubes become 
your own equipment and are in- 
stalled with the ease and facility 
of a telephone wire. 

Send the handy coupon for fur- 
ther information. 


THE LAMSON CO., Syracuse, N. Y. 


LAMSON 


"BABY" TUBES 


CED 


PNEUMATIC 


When writing to advertisers please mention the American Bankers Association Journal 
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440,000 Items 


All in a Day’s Work, 


The organization which 
handles 443,838 items— 
checks, drafts and 
notes—in a good day’s 


work must be efficient 


The CONTINENTAL and 
COMMERCIAL 


BANKS 


CHICAGO 


RESOURCES HALF A BILLION—AND MORB 


1926 low of 138.1. An Italian index, that 
compiled by the Chamber of Commerce of 
Milan, is now 596.7, compared with the low 
last year of 608.3. 

Certain individual commodities are, of 
course, very close at present to their post- 
war low points. Copper recently sold at 
12.5 cents a pound, compared with the Sep- 
tember, 1921, low of 11.625. The Jron Age 
composite pig iron price was $19.04 the end 
of last month, compared with low of $18.02 
in February, 1922. Silk, best No. 1, was 
$5.58 the end of March, against $5 jp 
August, 1920. 

The following table shows commodity 
prices at the end of March, compared with 
the low since the 1920 peak and with the 
peak since 1914. In most instances the 
latter group of prices were established dur. 
ing the 1920 inflation, one conspicuous ex. 
ception being rubber, which made its high 
in 1925: 


End Low High 
of March Since 1920 Since 1914 


Copper, refinery, lb.$ .1320 $ .11625 $ ,3574 
Cotton, middling, 1b. .1440 -1120 
Hides, native steers, 

heavy, lb. .0900 5350 
Calf skins, Ib j .1150 1.0000 


1.0000 3.5000 


Pig iron, 
ton 18.0200 52.1100 


Rubber, 1st 
crépe, 1 4120 .1209 1.1500 


pe, Ib. 
Silk, best No. 1, lb. 5.5800 5.0000 17.4000 
Sugar, raw, Ib.... .0496 -0342 0236 
Wheat, No. 1, bu.. 1.4000 1.0600 3.2300 
Wool, terr fine, Ib.. 1.0800 .8250 2.1000 


Agriculture 


. reports of the Department of Ag- 
riculture upon reserves of grain on 
March 1, intentions of farmers to plant, and 
the recent pig census do not of themselves 
forecast much change in agricultural con- 
ditions. The poll indicates sowings of spring 
wheat upon 101.8 per cent of the acreage 
sown in 1926, but the increase is in the 
durum variety, not used for ordinary flour. 
Corn acreage would be slightly reduced in 
the North Central states but increased in 
the South, giving in the aggregate 101.8 per 
cent; oats, 103.2 per cent; barley, 114.3; flax, 
88.7; rice, 93 per cent; potatoes, 114.9 per 
cent; sweet potatoes and yams, 132.5 per 
cent; peanuts, 138.8. The acreage in winter 
wheat, allowing for the average abandon- 
ment over ten years, is 98.1 per cent of 
the area harvested last year, but reports in- 
dicate that the crop has come through the 
winter in fine condition, hence the abandon- 
ment probably will be small. 

The government report of grain stocks, 
March 1, had a bearish effect on the mar- 
kets, the figures for which were 277,000,000 
bushels in all positions, an increase of 54, 
000,000 bushels over last year. Exports from 
all countries in the crop year to date are 
nearly 100,000,000 bushels larger than last 
year, and reports agree that the grain has 
been moving steadily into consumption. The 
United States, Argentina, Australia and Rus- 
sia have supplied the increase. According 
to the advices received by the United States 
Department of Agriculture, the Russian 
wheat crop in 1926 was about 800,000,000 
bushels, and the exports will aggregate 35,- 
000,000 to 45,000,000 bushels. 

Although importers’ stocks in Europe are 
light, buying is on the hand-to-mouth order, 
there still being considerable wheat in sight 
in exporting countries, particularly Canada. 
Supplies and consumption of wheat have 
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been rather closely balanced over the last 
four years, and at this time the general 
outlook for the new crop is considered good, 
and prices have yielded in consequence. The 
important wheat region of the United States, 
including the West Central states from 
Mexico to Canada, has a good supply of 
moisture in the ground and a good crop is 
looked for in both spring and winter wheat 
sections. 

The feed grains have suffered another se- 
rious drop in price during the past month, 
the report of stocks on March 1 being a 
contributing factor. Increasing stocks in 
sight have been depressing corn for several 
months. The estimate of corn on farms 
was 1,113,691,000 bushels, or 42.1 per cent 
of the 1926 crop; oats, 423,957,000 bushels, 
or 38.4 per cent of the crop. The explana- 
tion of the low prices for these grains has 
been given repeatedly in these columns, and 
is to be found again in this estimate. It is 
calculated that only about 16.5 per cent of 
the corn crop and 24.8 per cent of the oat 
crop will be shipped out of the counties 
in which grown. These crops are grown as 
feed for livestock, have but little market ex- 
cept for that purpose, and when produced in 
excess of that demand the accumulation of 
supplies inevitably brings down the price. 

The final cotton ginning report shows the 
equivalent of about 18,000,000 500-pound 
bales, exclusive of linters. This is about 700,- 
000 bales under the Department’s December 
estimate of the crop, but estimates of proba- 
ble abandonment ran considerably above that 
number of bales, and on the whole the gin- 
ning returns may be regarded as justifying 
the estimate. Indeed, the Department pre- 
dicted that the figures of the estimate would 
be modified by abandonment. Accepting the 
ginning figures as the full crop, the yield 
is 1,565,000 running bales larger than last 
year’s, and it is significant that the trade 
regarded the report as bullish, although the 
price had advanced two cents above the De- 
cember low. 

Evidently confidence has had a_ healthy 
growth since then, attributable to a very 
active demand for cotton goods in this coun- 
try, exports being now 2,100,000 bales larger 
than those of last year to date, and reports 
of a prospective decline in world’s produc- 
tion this year. Reports from abroad indi- 
cate that the cotton goods industry has been 
very much encouraged and stimulated by 
the lower price of its raw material, enabling 
it to offer its products at lower prices. 
Lancashire, the most important factor in the 
world’s cotton trade, has experienced very 
substantial improvement. Mill operations 
have gone up from 60 to 65 per cent of ca- 
pacity a few months ago to 80 or 85 per 
cent. Domestic consumption this year is ex- 


pected to be about 7,400,000 bales. 


Sugar Prices Lower but 
Outlook Satisfactory 


HE decline in raw sugar prices, both 

for spot sugar and in the option market, 
during the last month, coming as it did after 
a prolonged period of gradually receding 
Prices, has depressed the majority of sugar 
securities to around the lowest levels of 
the year, and in many cases close to the 
low levels of 1926. On Jan. 4 raw sugar 
hit its highest level, 314 cents for Cubas, 
whereas today it is selling for 2 15/16 


The Securities 


of the 
Bell Telephone 


System are 
based on Service 


HE physical properties 

of the System have a 
book value of more than 
$2,800,000,000, but besides 
that there is a scientific 
and technical force of 
5,000 people engaged solely 
in seeking to further de- 
velop the science of tel- 
ephony and to improve 
methods for making the 
service better. The activ- 
ities of this force furnish 
dependable assurance of 
continued improvement 
in the plant of the System 
and its service to the public. 


The stock of A. T. & T., 

parent company of the 

Bell System,can be bought 

in the open market to yield 

a good return. Write for 

beoklet, “Some Financial 
Facts.” 


SECURITIES CO. ine | 
D.F. Houston, President 
195 Broadway NEW YORK 


“The People’s 


Messenger”’ 
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To Have Lived Long 


1S 


To Have Served Well 


Over one hundred years ago, in the 
days of experiment, speculation, and 
uncertainty, two of the outstanding 
banks of the city were the Philadel- 
phia Bank and the Bank of Stephen 
Girard. 


With little banking precedent to 
guide them, less banking law, and 
no supervision whatever, only those 
institutions could survive the times 
whose management was in the hands 
of directors and officers who needed 
neither law nor supervision. 


Today this, the leading bank in 
‘Philadelphia, enjoys the same careful, 
experienced, unbroken succession of 
able management as_ characterized 
the Philadelphia and Girard Banks 
as separate institutions. 


THE 


PHILADELPHIA-GIRARD 


NATIONAL BANK 


PHILADELPHIA, PA. 


Capital, Surplus and Profits . . . $28,500,000 


cents. A comparison of sugar prices today 
with a year ago and of sugar securities to. 
day with this year’s and last year’s ranges 
would indicate that the decline in securj- 
ties has over-discounted the drop in sugar 
prices. 

The majority of leading sugar operators 
and manufacturers are confident that prices 
will improve later on this spring, probably 
with the coming of warm weather and the 
seasonal increased demand for refined. This 
situation will be helped this year by the 
early shutdown of most Cuban mills. Al-_ 
ready many mills have closed, some with 
less than their full quota of production, 
Due to the rapid pace at which production 
has been pushed this year, most mills will 
have filled their quotas by early April. In 
other words, withdrawals of raws from 
Cuba this spring will represent net deduc- 
tions from the raw stocks and will not be 
replaced by new sugar from mills. still 
grinding. 

Another significant feature of this year's 
situation as it affects the sugar producer, 
particularly in Cuba, is the improved mo- 
lasses market. Finally, Cuban producers 
will not have to make large colono advances 
this year for new plantings. This will 
leave them in stronger working capital po- 
sition than at the end of last year. 

The long range outlook for sugar is still 
decidedly uncertain. Much depends on the 
European beet crop—how much sowings 
are increased and how weather affects the 
yields. Present indications are that sow- 
ings will be increased slightly less than 10 
per cent. However, German, French and 
Czechoslovakian figures are not yet avail- 
able; it may be that the recent slump in 
sugar prices will cause increased sowings to 
be smaller than originally supposed. There 
is nothing in the present situation, the sta- 
tistical position nor the immediate future 
outlook, to indicate that the sugar market 
is on the brink of returning to the demoral- 
ized condition of late 1925 and early 1926, 
when prices fell below the cost of pro- 
duction. 


Money Is at Easy Levels 


HE shifting of funds due to collection 

of income tax checks, both in New York 
and other districts, was but a temporary 
influence, and the April 1 demands for 
quarterly dividend and interest payments 
were handled without any disturbance of 
rates. There are many factors in the bank- 
ing situation and in demand for money 
which justify the feeling entertained in many 
quarters that money will gradually work 
lower. 

The trend of international monetary ceti- 
ters is toward greater uniformity in short- 
term money rates. This has been especially 
the case since the middle of 1926, and 
with a sharp accentuation of the movement 
since Jan. 1. The level of international 
rates is straightening out, the New York 
rates serving as a median line. 

The following table, compiled by the Fed- 
eral Reserve Board, gives the central bank 
discount rates for sixteen countries, com- 
pared with their discount rates at the end 
of 1926 and 1925: 

Current End of End of 


Central Bank of-— Rate 1926 1925 


France 
Germany 
Austria 
Belgium 
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Current Endof End of 
Central Bank of— Rate 1926 1925 
Czechoslovakia ..........- 5% 54% 6% 
i 5u% 5% 9 
5 5% 
8 10 
11 10 
6 7 
4 6 
6.57 7.3 
8 8 
4% 5 
9% 12 
8 9 


Sixteen central banks have changed their 
rates since the end of 1925 and seven since 
the end of 1926. Almost all of these 
changes have been downward, and all but 
two of them have been in countries where 
the rate at the end of 1925 was at least 
as high as 6 per cent. The reduction of the 
rate at the Reichsbank from 6 per cent to 
5 per cent brought this rate in January for 
the first time in many years to the same 
level as that of the Bank of England. Dur- 
ing the period covered by the table, the 
discount rate of the Bank of England has 
remained unchanged at 5 per cent, and 
the central bank re-discount rates in Nether- 
lands and Switzerland have been unchanged 
at 3% per cent. The rate in Italy has been 
7 per cent throughout the period. 


The Bond Market 


HE United States Treasury announce- 

ments during the month had a decidedly 
bullish effect upon the market for govern- 
ment securities. First was the announce- 
ment on March 7 of refunding plans to 
take care of $668,000,000 of March 15 ma- 
turities. This included offerings of two se- 
ries of Treasury Certificates, one at 3% per 


Issue 


Chicago, Burlington & Quincy RR. Co. Ist & ref. series B.... 


City of Rome, Italy, ext. s. 


Penna., Ohio & Detroit RR. Co. Ist & ref. series A... 


City of Tokyo, Japan, ext. s. eee 
Public Service Elec. & Gas Co. Ist & ref........... 
Texas & Pacific Ry. Co. gen. & ref. series B........ 
Republic of Peru, sec. 


Commonwealth Edison Co. 1st col. series D.......... 


Italian Consortium for Public Works ext. sec. s. f... 
Loew’s Theatre & Realty Corp., Ist s. f.......... 
Hearst Magazines, Inc., 


State of North Carolina 


Baltimore & Ohio RR. Co. eq. tr. cert. series E..... 


City of Brisbane, Australia, s. f. guar............. 
Julius Kavser & Co. conv. s. f. deb................ 
Bank of East Prussian Landowners Assn. col. notes. 
Independent Oil & Gas ‘Co. conv. deb............055 
State of Pernambuco, Brazil, ext. sec. s. f..... 
Northern Central Ry. Co. gen. & ref. series A 
United Post Offices Corp. Ist s.f.......... 
Republic of Colombia ext. notes...... 
White Eagle Oil & Ref. Co. s. f. deh ‘ 
Robert Gair Co. Ist 


cent maturing in six months and the other 
at 3% per cent maturing in one year. To- 
tal subscriptions ‘aggregated about $1,250,- 
000,000 against which allotments were made 
to the extent of $484,295,000, leaving a 
balance of nearly $200,000,000 free money. 

The later announcement concerned a new 
issue of Treasury 3% per cent notes ma- 
turing in five years, optional after three 
years, which were offered at par in ex- 
change for Liberty Seconds 4%4’s, the vol- 
ume of new notes issued now to be lim- 
ited to the amount of Liberty Second 4%’s 
tendered for exchange. The amount re- 
ported tendered up to March 22, the ex- 
piration date, was $1,354,000,000, or about 
44 per cent of the total amount of Treas- 
ury Second 4!4’s outstanding when the of- 
fering was first announced. In _ response 
to this operation all of the long-term Treas- 
ury issues climbed rapidly upward. At this 
time they are at or hovering near the 
highest levels for all time. 

The market for high grade municipals, 
railroads, industrials, public utilities and for- 
eign issues was stimulated by the approach 
of government bonds to a 3 per cent basis, 
and the demand for good securities con- 
tinues apparently unlimited. 

The principal other new offerings during 
the month are given in the accompanying 
table, the largest being the $30,000,000 Chi- 
cago, Burlington & Quincy Railroad on a 
4.65 per cent basis, the $45,000,000 Georgia 
Power Co. to yield 5.18 per cent, and the 
$30,000,000 City of Rome to yield 7.25 per 
cent. The day of high coupons on prime 
domestic issues is now definitely past: 


Amount Rate Due Price Yield 
$45,000,000 5 1967 97 5.18 
30,000,000 44% 1977 97 4.65 
30,000,000 6% 1952 91 7.25 
22,000,000 4% 1977 95 4.76 
20,640,000 5% 1961 6.25 
19,800,000 5 1965 99 5.06 
16,000,000 5 1977 9914 5 
errrerT 15,000,000 5% 1939 98% 5.67 
15,000,000 7 1959 96% 7.48 
15,000,000 4% 1957 96 4% 
1937 964 7.50 
10,500,000 6 1947 100 6 
{1929 100 6 
es 10,000,000 6 ? 1938 98 6.27 
ae {1930 99.72 
9,750,000 4%) 1942 98°93 4.60 
siereeieie's 7,500,000 5 1957 96 5.26 
cone meee 7,000,000 5% 1947 96% 5.80 
Neaibenys-s 7,000,000 6 1930 99% 6% 
6,500,000 6 1937 99 6.10 
6,000 000 7 1947 97% 7.20 
5,231,000 4% 1974 96% 4.70 
5.200,000 5% 1935 100 5Y% 
5,000,000 5 1927 100 5 
5.000.000 5% 1937 100 5% 


5,000,000 5% 1942 97% 5% 


What Labor Thinks of Its Banks 


(Continued from page 732) 


There are now in operation two insur- 
ance companies which are controlled by la- 
bor unions, one by the Brotherhood of Elec- 
trical Workers and the other by unions 
affiliated to the American Federation of 
Labor and the memberships comprising 
these organizations. Investment companies 
have been formed and only recently a build- 
ing loan company has been chartered in 
Texas for the purpose of lending money to 
members of organized labor and assisting 
them in building homes and investing for 
other purposes. 

The American Federation of Labor, as 


such, has no direct interest in any of these 
enterprises, other than an interest for their 
success in this new field. It realizes that 
this new step is fraught with danger and 
that exceedingly great care must be ob- 
served in order to satisfy the minds of 
many that labor unions and the members 
thereof are competent to enter the realm of 
business activities and do so successfully. 
If rightfully and soundly and conservatively 
conducted, they will become a power for 
good to the labor movement. They will go 
far to clear the atmosphere which has long 
been clouded between labor and capital. 


The Special Cabinet 

for the “Sealed-Key” 

Envelopes for No. 
3701 CC Lock 


Do you know 
of any other 
safe deposit lock 
with these advantages? 


(1) A lock that keeps the se- 
cret of its proper key up 
to the moment of renting. 


A lock that compels the 
box renter to be the first 
and only handler of its 
keys. 


A lock that absolutely and 
equally protects the bank, 
the vault custodian and 
the customer. 


(2) 


(3) 


(4) 


A lock that does away 
with the open key tray. 


A lock that does not have 
to be drilled when both 
keys are lost. 


(5) 


A lock that takes care of 
the problem of ‘‘surren- 
ders.”’ 


The new Yale Sealed Key 
Safe Deposit Lock No. 3701 CC 
has all these advantages—and 
more. 

Let us tell you about it. Write 
for a most interesting ‘“‘sealed 
key”’ safe deposit lock bulletin. 


(6) 


The Yale & Towne 


Manufacturing Co. 
Stamford, Conn., U. S. A. 
YALE MARKED IS YALE MADE 
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Protected 
Against Loss 


ANKS and bankers car- 
rying our 


blanket bonds enjoy a sense 


one of 


of security in the knowledge 
that they can suffer no 
financial loss under the 
policy. There is a bond 
that will meet your specific 


requirements. 


May we have our agent in 


your city give you the facts? 


United States Fidelity 
and Guaranty 
Company 


BALTIMORE, MARYLAND 


Over 7,500 Branches and Agencies 
in United States and Canada 
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A Measuring Stick for Farm Loans 


By DAN H. OTIS 


Director, Agricultural Commission, American Bankers Association 


inefficient firms, whose officers cling to 

old methods and place goods on the 
market, even at a loss, to compete with the 
more efficient institutions. Agriculture, too, 
has this problem to face. We find farmers 
who fight new methods whether they are 
meritorious or not, and who look at all 
possibilities of reducing production costs as 
backfiring methods of increasing the agri- 
cultural surplus. They tend to retard the 
prosperity of other farmers by throwing 
on the market poor quality products, fre- 
quently produced at a loss. 

The nature of the banker’s business places 
him in a position to help this type of farmer 
as well as the more progressive farmer. At 
the same time the banker can assure him- 
self of good loans based on the farm as 
a going concern. 

A study of the investments, sources of 
income and expenses of the successful farm- 
ers in his community will give the banker 
a measuring stick by which to gage the 
hazard entailed in furnishing loans to other 
farmers. This study is readily accomplished 
through the use of summaries of farm rec- 
ords. In the absence of good records, sur- 
vey blanks, which can be obtained from the 
agricultural colleges, may be used for col- 
lecting the information. 


lines suffer because of 


BANKER in a dairy district would use 

data similar to Farmer A’s summary 
in the following table as a measuring stick 
to judge the condition of Farmer B: 


Volume of Business as Index to 


Conditions 
Farmer Farmer 
A B 
Farm receipts ............. $5,465 $2,214 
Farm expenses ........... 2,122 1,079 
Receipts above expenses.... $3,343 $1,135 
Interest on total investment 
@ 5 per cent............ 1,070 989 
Net income after deducting 
interest $2,273 $146 
Total investment .......... $21,400 $19,773 
Operating capital (machinery, 
_livestock, equipment) 5,862 $4,473 
Number of cows .......... 18 11 
Investment in cows ....... $2,302 $1,205 


The total investment of Farmer A is 
moderate with a large percentage (27 per 
cent) of operating or working capital. 
Farmer B is low in operating capital. The 
number of cows is also low, which is re- 
flected in the farm receipts, these being 
$3,251 less than those of Farmer A. The 
expenses of Farmer B, although about one- 
half of those of Farmer A, are, neverthe- 
less, high in the ratio to receipts. 

The only way to safeguard a loan to 
Farmer B is to consider assets and not 
income. Before any loan should be con- 
sidered at all the banker and the farmer 
should go over the situation, uncover the 
leaks and outline a definite program of im- 
provement. 


Diversity of Business Good Sign 


Farmer A Farmer B 
Income from crops ...... $1,476 $851 
From dairy products .... 2,343 752 
Sale of livestock (including 
increased inventory .... 1,656 280 
Miscellaneous income .... 327 181 


A good diversity of income serves to 
protect the farmer against years of over- 
production of any one farm product. 
Farmer A has a good diversity of income. 
Notice that the leading source of income, 
dairy products, constitutes less than one- 
half of the total income. The various 
enterprises that make up farmer diversity 
of business all show marked decreased in- 
come. 


Quality of Business Shows Leaks 


Farmer A Farmer B 
Receipts per COW .......+5+ $130 $68 
Receipts per livestock units 
other than cows.......... 94 32 


NDER the heading, “Quality of Busi- 

ness,” Farmer B shows that his cows 
are bringing in $62 less per year than 
Farmer A. The $68 a year which they are 
producing is undoubtedly below the cost of 
feed and keep. The income per live-stock 
unit is still worse, and while this farm 
needs more cows to increase its volume of 
business, it would be financial suicide to in- 
vest in the same type of cow. This poor 
farmer must weed out his poor cows and 
feed the balance properly to get results be- 
fore money is loaned to him to increase his 
herd with good stock. 

An analysis of the farmer’s records will 
bring out many other leaks which the 
farmer may not have noticed. He may be 
paying high prices for feed when less money 
spent for fertilizers and lime may enable 
him to raise the right kind of feed on his 
own farm and stop this drain on his pocket- 
book. 

Barring temporary emergencies, farm 
loans handled on the basis of income, indi- 
cating a going concern, would hasten tre- 
mendously the day of a permanent and 
prosperous agriculture. 


End Discrimination 


N effort is to be made by the savings 
banks officials to persuade Congress to 
change the Federal income tax law so that 
savings deposits are placed on an equality 
with the building and loan association. At 
the last session, Congress declared as a more 
or less permanent policy that income up to 
$300 received annually from building and 
loan associations should be exempt from 
Federal income tax. 

No such provision was made for interest 
received from savings accounts and, in the 
opinion of savings bankers, this set up an 
unwaranted discrimination against the sav- 
ings institution. The exempton was intro- 
duced first as a temporary feature of the 
Revenue Act, with a definite date for its 
termination. It was subsequently extended, 
and last year the time limit was removed. 
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DATE 
April 20-21 
April 21-23 
April 25-26 
April 27-28 
May 10-11 
May 10-11 
May 10-12 
May 12-13 
May 16-18 
May 17-18 
May 18-19 
May 18-20 
May 18-21 
May 19-21 
May 19-21 
June 1- 2 
June 3- 4 
June 6- 8 
June 8-10 
June 8-10 
June 8-12 


June 9-11 
June 10-11 
June 14-15 
June 15-16 
June 15-17 
June 18 

June 18-24 


June 20-22 
June 21-23 
June 22-23 
June 23-24 
June 23-25 
June 24-25 
June 27-29 
July 1-2 


July 21-23 
Sept. 1 

Sept. 21-22 
Oct. 13-14 
Oct. 20-22 


DATE 
May 2-5 


May 19-21 


May 25-27 


June 24-25 
July 11-15 


Oct. 24-29 


Aug. 11-13 
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Convention Calendar 


STATE 
ASSOCIATION PLACE 
Louisiana Baton Rouge 
North Carolina Pinehurst 
Florida Sarasota 
Arkansas Little Rock 
Oklahoma Oklahoma City 
Mississippi Biloxi 
Texas El Paso 
Tennessee Chattanooga 
Georgia Atlanta 
Missouri Joplin 
Maryland Atlantic City, N. J. 
Kansas Manhattan 
California Del Monte 
Alabama Birmingham 
New Jersey Atlantic City 
West Virginia Clarksburg 


Oregon Gearhart-by-the-Sea 
New York Washington, D.C. 
Pennsylvania Pittsburgh 
Minnesota St. Paul 
District of Columbia 

Hot Springs, Va. 


Washington Tacoma 
Utah Salt Lake City 
Idaho Hayden Lake 
North Dakota Jamestown 
Ohio Cedar Point 
Maine South Poland 
Michigan 
S. S. “Noronic,” Detroit-Duluth 
Iowa Des Moines 
Wisconsin Madison 
Kentucky Lexington 
Illinois Danville 
Virginia Virginia Beach 
Colorado Estes Park 
South Carolina Asheville, N. C. 
South Dakota 
Deadwood in the Black Hills 
Montana Helena 
Wyoming Thermopolis 
Indiana Indianapolis 
Arizona Flagstaff 
New Mexico Deming 
Nebraska Omaha 


OTHER 
ASSOCIATIONS PLACE 
Spring Meeting Ex- 
ecutive Council, A. B. A. 
Hot Springs, Ark. 
Reserve City Bankers 
Pittsburgh, Pa. 
National Foreign Trade 
Council Detroit, Mich. 
New England Bankers 
Maplewood, N. H. 
American Institute of 
Banking Detroit, Mich. 
American Bankers Asso- 
ciation Houston, Tex. 
Investment Bankers 
Association Seattle, Wash. 


Trust Company Division REGIONAL 


CONFERENCE 


Pacific Coast and 
Rocky Mountain States 
Portland, Ore. 


How Well Prepared Is Your Bank 
to Meet Any Defalcation or Robbery? 


ouBTLEss you feel that you have taken adequate precautions to 
D safeguard the funds entrusted to your institution. But consider 
these two possibilities: 
The amounts stolen by employees bonded under individual or 
schedule bonds are often far in excess of the amount of their bonds. 
Lesser employees not ordinarily covered by individual or 
schedule bonds can and do find ways to steal. 


Therefore, protection more far-reaching than the ordinary fidelity 
bond, together with adequate burglary and robbery insurance, is 
needed. 


The Blanket Bond 


affords, in most instances, more protection and at a lower cost than | 
can be obtained in any other way. Its outstanding advantages are 
appreciated by the larger metropolitan institutions, but there are many 
smaller banks whose officials should carefully consider this matter. 

If your bank does not carry an Aitna Blanket Bond, make use of 
the accompanying coupon for further information. 


Aitna Casualty & Surety Company 


affiliated with Aitna Life Insurance Company 
Hartford, Connecticut 


Casuatty & Surety Co., Hartford, Conn. 
I would be glad to know more about A:tna Blanket Bonds. 


Name 


Business 


Position 
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The Chemical Bank 

invites you to do busi- 

ness with its officers as 
well as its tellers 


WE ARE HERE TO GIVE ADVICE 
AS WELL AS TO HANDLE FUNDS 


CHEMICAL 


BANK 


OF NEW YORK 


' B'WAY at CHAMBERS, FACING CITY HALL 
FIFTH AVENUE at TWENTY-NINTH STREET 
MADISON AVENUEat FORTY-SIXTH STREET 


Money Takes Wings 


MOXEY takes wings was an old-fash- 
ioned warning of the cautious and the 
over-cautious to both the careless and the 
enterprising. Now the saying has a new and 
literal application. Every little while money 
does take wings and goes flying away 
through the air on a beneficent mission. 

It happened last month in St. Louis, Mo., 
when the First National Bank of that city 
sent R. Palmer McElroy, an assistant vice- 
president, by airplane to Zeigler, Ill., with 
$200,000 to stop a run on a correspondent 
bank, the First National Bank of Zeigler. 
The flight of 120 miles was made in an hour 
and ten minutes, and the money from St. 
Louis, with other resources, piled up in sight 


of nervous depositors, soon restored confi- 
dence, and the crisis, which started by a 
rumor, passed. 


Just before the plane sailed 


Taxation of National 
Banks 


(Continued from page 719) 


competition with the normal moneyed capi- 
tal of these banks, taxed and taxable in Polk 


County during these years. 


Lower Court Held Bank Tax 
Void 


The court below found and adjudged that 
large amounts of other moneyed capital in 
the hands of individuals in Polk County, 
Iowa, were used in substantial competition 


| with the normal business of these banks 


during the years 1919, 1920, 1921 and 1922 
that was habitually and intentionally taxed 


| by the taxing officers of Polk County in 


each of these years about five or six times 
as much in proportion to its actual value 
as the moneyed capital in the hands of indi- 
viduals used in competition with the mon- 
eyed capital of the banks during those years. 

The court below held that these exces- 
sive taxes were illegal and void because 
they were prohibited by the equal protec- 
tion clause of the Fourteenth Amendment 
to the Constitution of the United States, 
by Section 5219 of the Revised Statutes 
(Section 9784 Comp. Stat.), which pro- 
vides that the taxation by a state of the 
shares of national banking associations 
“shall not be at a greater rate than is as- 
sessed upon other moneyed capital in the 
hands of individual citizens of such state,” 
by Section 6 of Article 1 of the Constitu- 


| tion of Iowa, which provides that “all laws 


of a general nature shall have a uniform 
operation,” by Section 2 of Article 8 of 
that constitution, which provides that *the 
property of all corporations for pecuniary 
profit shall be subject to taxation the same 
as that of individuals,” and by Sections 
1310 and 1322-la, Supplement to the Code 
of Iowa, 1913. 

The Constitution and Statutes of lowa 
protect the rights of shareholders of the 
two state banks to the same extent as the 


| rights of shareholders of the national bank. 


Circuit Court of Appeals 
Sustains Lower Court 


HE Circuit Court of Appeals in review- 

ing the case stated that the court below 
found that the banks had suffered the griev- 
ances they alleged. “It accordingly applied 
to these cases the established and approved 
remedy for this wrong; it enjoined the 
treasurer of the county from collecting the 
excess of these taxes upon the property 0! 
the shareholders of these banks above the 
amounts of the taxes that would have been 
levied here if the taxing officers had not 
discriminated against this property. 

“That remedy is prescribed and fixed by 
the decisions of the Supreme Court in 
Sioux City Bridge Co. vs. Dakota County, 
Nebraska, 260 U. S. 411, 445, 446, 447; 
Raymond vs. Chicago Union Traction Co. 
207 U. S. 20, 35, 37; Cummings vs. Na- 
tional Bank, 101 U. S. 153, 160; Taylor VS. 
L. & N. R. R. Co,, 88 Fed. 350, 374; L.& 
N. R. R. Co. vs. Bosworth, 209 Fed. 380, 
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Kootenai County, 270 Fed. 369, 374.” rs 

In affirming the decree of the court below, 
the following propositions are decided by 
the Circuit Court of Appeals: 

1. There was ample evidence to sustain 
the findings and conclusion of the court 
below. 

2. The banks were not estopped from 
maintaining their suit by the fact that they 
loaned money to some of their competitors 
in Polk County. 

3. After exhaustive consideration, the 
following contention was overruled: 


“Counsel also contend that the court below had 
no jurisdiction in equity to oo any relief to 
these banks or their shareholders: (a) because 
they had an adequate remedy for the wrongs in- 
flicted upon them here through the Board of Re- 
view, provided by section 1373, Code Supplement 
of Iowa, 1913; (b) because they did not take ad- 
vantage of that statutory remedy and pursue it to 
a favorable adjudication; (c) because they did 
take advantage of that remedy and pursued it to 
an adverse adjudication of the decisive issues in 
these cases and (d) because they have been guilty 
of fatal laches.” 


Income Taxation the Solution 


HE above decisions give emphasis to the 

following language of the writer of this 
article published a year ago (Legal Service 
Bulletin, No. 1, April 20, 1926) : 


“One of the difficulties with the general prop- 
erty tax in many states is that the same rate ap- 
plies to both tangible and intangible personal prop- 
erty. The high property rate drives intangibles 
into hiding and they escape taxation, for the 
owner of a security yielding 4 or 5 per cent can- 
not afford to pay the property rate of 2 or 3 per 
cent thereon. To obviate this, some of the states, 
where the Constitution permits, classify property 
and provide a much lower rate on_ intangibles. 
Then arises a new difficulty. The holders of na- 
tional bank shares contend that many kinds of 
intangibles constitute moneyed capital in competi- 
tion with national banks and the lower rate works 
a discrimination in violation of the restriction in 
the Federal law that the tax on national bank 
shares shall not be at-a greater rate than upon 
other competing moneyed capital. The courts have 
been called upon in numerous cases to decide 
questions of this kind and there have been several 
recent cases in which the claim of discrimination 
has been upheld. . . . 

“From the foregoing it would seem that state 
authorities should welcome the opportunity now 
afforded to place banks on an income basis and 
thus obtain relief from the difficulties and trouble- 
some litigation attendant upon the general property 
tax on bank shares, caused by the separate classi- 
fication of intangibles. From the standpoint of the 
banks also it would doubtless be more satisfac- 
tory to pay taxes upon an income basis, uniform 
with other business corporations.” 


First Trust and Savings Bank Building, Hammond, Indiana 


Accurate Preliminary Surveys 


Two years ago Hammond, Indiana, 
had no first-class office building. 
Our preliminary surveys, made for 
the First Trust and Savings Bank, 
indicated that such a building could 


be tenanted at profitable rentals. 

The amendments to Section 5219, United 
States Revised Statutes of 1923 and 1925, 
make it possible for the state to adopt a 
system of taxation of banks upon their in- 
come, in lieu of share taxation and it would 
seem the way is now open for those states 
which desire to tax moneys and credits at 
a lower rate than other personal property, 
to avoid the difficulties which the above de- 
cisions present, by abandoning the property 
tax on bank shares and substituting there- 
for an income tax on a basis of equality 
with other business corporations, as has al- 
ready been successfully done in Massachu- 
setts and New York. 


Today—one year after completion—the 
building is 99 per cent rented. And actual 
rental returns and operating costs for the 
year tallied almost exactly with the figures 
in our original analysis. 


This concrete example again demonstrates 
the accuracy and value of the preliminary 
surveys which are a part of Weary and 


Alford Service. 


Complete Preliminary Surveys; Design; 
Engineering and Construction 
Management 


WEARY AND ALFORD COMPANY 


Bank and Office Buildings 


Pacific Coast Trust Conference 


The executive committee of the Trust 
Company Division, American Bankers Asso- 
ciation, has set Aug. 11, 12 and 13 for the 
Fifth Regional Trust Conference of the 
Pacific Coast and Pocky Mountain states 
at Portland, Ore. 


1923 Calumet Avenue, Chicago 
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Putting Resistance into Six Sides 


of Your Vault 


IRCUMVENTING resourceful plotters who 

may at any time designate your vault as 

“next,” calls for ingenuity as well as sheer 
brute resistance throughout your vault. 


Six sides must be safeguarded—roof, floor and 
four walls. And in all these, three most vital 
points of protection should be provided—the drill, 
the cutting flame, explosives. 


Only the Steelcrete Vault can give this three 


point protection. It provides massive resistance, 
and with it an ingenious mat of steel mesh em- 
bedded in solid concrete. 


Send for list of world’s leading banks that are 
safeguarded with Steelcrete. Our Vault Engineers 
working with your Architect, will plan for your 
bank “greatest protection per dollar of investment.” 
The Consolidated Expanded Metal Companies, Steel- 
crete Building, Wheeling, W. Va. Offices in many 
principal cities. 


New Rules 


(Continued from page 702) 


they make a market for their securities by 
offering to buy them back at a figure only 
slightly less than par but, inasmuch as the 
volume of bonds sponsored by any of these 
real estate bond houses greatly exceeds its 
capital resources, the ability to give market- 
ability to all issues would be somewhat 
limited. 

The houses, which sell guaranteed mort- 
gage certificates and back these securities 
by their own capital, are apparently in a 
stronger position. 

It is anticipated that two or more months 
will elapse before the final regulations will 
be promulgated. In the meantime, the 
Comptroller’s office has advised that it will 
pass upon individual specific cases as pre- 
sented. The law carries one definite restric- 
tion in that no bank can purchase the invest- 
ment securities of one obligor or maker 
having a greater value than one-fourth of its 
unimpaired capital and surplus. 


In Stronger Position 


i there position of the real estate mortgage 
bond houses has been improved by the 
Mc}adden bill, in spite of the fact that the 
law specifies that only “marketable” se- 
curities can be handled. Previously, the 
bonds were on the outside and did not have 
a chance to get in. Now there is a possi- 
bility that some of the issues will be ap- 
proved as investment securities and, if af- 
rangements are perfected to make them 


readily marketable, they may become more 
generally acceptable to banks. In giving its 
sanction to real estate mortgage loans on 
improved city property for a period of five 
years, Congress declared that a bank could 
not participate in a real estate loan but 
would have to make all of it. This effec- 
tually excluded the possibility of a bank 
bringing in a real estate mortgage bond in 
the guise of a real estate loan. 

The Comptroller’s office is mindful of the 
far-reaching importance of the definition of 
what is a marketable investment security. 
It has been suggested that the securities, 
which are sanctioned as investments for na- 
tional banks, will gain strength in their 
popular appeal, although the rules and regu- 
lations will not deal with individual se- 
curities but with investment obligations that 
fulfill certain basic requirements. Some 
bankers maintain that, if it is known that 
certain investment securities can be dealt 
in by national banks, this in itself will give 
them marketability. 


Real Estate Bonds 


| the case of real estate mortgage bonds, 
the Comptroller’s office is not so much 
concerned with the character of the security 
back of the investment as it is with the 
liquidity of the bond, its marketability and 
ready salability at a known price that can 
be quickly determined. If the real estate 
mortgage bond houses can satisfy the Comp- 
troller on this score, they may succeed in 
making their obligations eligible for pur- 
chase as investments by national banks, for 


it is known that he would like to include 
some real estate bonds among the eligible 
securities. 

However, there are a number of questions 
as to real estate mortgage bonds that must 
be considered before the final regulations are 
drafted. 

It is definitely foreshadowed that the 
Comptroller will insist that the evidences 
of marketability of all investment securities 
be virtually self-evident. How this can be 
done in the case of real estate mortgage 
bonds has not yet been indicated. Where is 
the line to be drawn, in the definition of 
real estate bonds, that will include some 
classes and exclude others? 

As the safety and value of a real estate 
bond depends upon a proper appraisal of the 
underlying property, what evidence of an 
expert and reasonable appraisal is to be re- 
quired? It has been suggested that the cer- 
tification of the official appraiser of the 
local real estate board should be _ insisted 
upon in all cases. Are bonds issued for 
the purpose of financing the building of 
apartment houses, office buildings, hotels and 
business structures to be regarded as invest- 
ment securities before work on the struc- 
ture has been begun or completed? Should 
the question of the earning power be con- 
sidered in connection with marketability? 
Should only those bonds issued by houses 
which trustee their real estate bond issues 
with a bank or a trust company be declared 
eligible? 

These and many other questions, it is 
understood, are to be considered even before 
the Comptroller makes a preliminary draft 
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WORDS 


WE see in one bank’s advertising the words ‘“The 
Bank of Courtesy,” in another’s ‘‘you will like 
our Service,”’ in another’s “‘a sincere Welcome to you.” 
Those banks mean just what they say. Their words 
speak the literal truth. 


April, 1927 


But how formal those phrases look spread out 
on paper. How cold is printers’ ink when it speaks 
such sentiments. We read the words; but the words 
have no life, no heartiness. They are words only. 


More eloquent by far is the message that archi- 
tecture can speak. The warm sunlight on this grace- 
ful entrance invites the passerby with an appeal that 
he will not misread. Here is welcome, indeed, and 
a welcome that glows with a persuasive suggestion 
of the cordiality and service to be found within. 
Truly, the building is a vital factor in broadcasting a 
bank’s message to its public. 


TILGHMAN MOYER COMPANY 


The Design, Construction and Equipment of Bank Buildings 


" BULDING the Bank for Business’ was written 
to tell you why and how. 
138 pages and 35 illustrations devoted to a thought- 


Here you will find 


ARCHITECTS - ENGINEERS 


ful discussion of this powerful influence on a bank’s 


growth and profits. Bound in leather for a perma- 


Name: 


nent place in your library, it is the kind of book you 


will want to keep and read many times. Simply mail 


the coupon. 


of the rules and regulations that will gov- 
ern the national banks in the investment 
security business. 

The prime consideration in the whole mat- 
ter is that the investments of national banks 
be liquid. 


Effect of McFadden Act 


F it still too early to judge the extent to 
which the McFadden Bank Act will 
change the complexion of American bank- 
ing. 

It is believed that several large state 


Extension Service 
(Continued from page 744) 


needs?” The local dealer who meets this 
situation becomes a real cooperator in ex- 
tension work; he renders a service to his 
trade that is appreciated; he has a better 
business as a result. Following this plan, 
everybody is making his contribution to the 
welfare of the community. 

This brings me to the second part of my 
theme, the relationship of the extension 
service to business allied to farming. It is 
quite generally understood now, that the 
work of the extension service with farmers 
Is educational and that its objective is to 
Maintain agriculture on a prosperous basis. 
It is not to engage in business enterprises 
of any sort. If, however, this objective can 
be achieved, it also means greater prosperity 
for business allied to farming. If one part 
of the engine breaks down, the whole en- 
gine is useless, until the broken part is 


Address: 


TILGHMAN Moyer Company, Allentown, Penna. 


Gentlemen: Please send me a copy of “Building the 
Bank for Business” at no cost or obligation whatever. 


banks will take out national charters and 
that a larger proportion of the banking re- 
sources of the country will be brought un- 
der the exgis of the national system. The 
Bank of Italy promptly nationalized, bring- 
ing with it 279 branches in the state of 
California into the national banking system. 
There promises to be a number of bank 
consolidations during the next year or two. 

Where banks desire to obtain a large list 
of stockholders, the shares will be issued in 
denominations of less than $100, probably 
in $25 or $50 shares. 


repaired. Illustrating the point in another 
way, the dairy farmer with low-producing 
cows will have difficulty in paying his grain 
bill at the local feed store. 

The extension people must conduct edu- 
cational work on problems of distribution 
and marketing as well as of production. 
This requires a knowledge of the funda- 
mental principles and processes of distribu- 
tion and marketing. The extension worker 
must appreciate the place of business en- 
terprises as related to agriculture and the 
services they render. The extension man 
can render a real service by bringing about 
among farmers an appreciation of the ser- 
vice which honest, legitimate business allied 
to farming is rendering to the farming in- 
dustry. He can also render a real service 
by conducting educational work with feed 
dealers, fertilizer manufacturers and dis- 
tributors, seed men, and others so that they 
will have a better understanding of the 
economic needs of agriculture. 


Trust Executive 


A Senior Trust Executive, who has 

advanced to the top in the Trust 

Department of his institution, is seek- 
ing a larger field of endeavor. 


® 


He is familiar with all Trust De- 
partment details including accounting, 
advertising and new business and has 
a thorough knowledge of the law as 
applied to wills and trusts. 


{| He is a college man, under 40 years 
of age. 


{| Either a Trust Company with an 
established trust department or a Na- 
tional Bank desiring to enter the 
trust field will find this man of real 
value. 


All communications will be held 
in strict confidence. 


Address Box B, care A. B. A. Journal. 
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“Do You Carry 


9 
Credit Insurance?’ 
Leading Bankers Ask Their Customers 


A well-known bank of New York City writes: 


“No doubt you will be interested to learn 
that we arranged to incorporate into the forms 
used for securing financial statements this 
query: Are your accounts covered by credit 


insurance?” 


Many other banks, in all parts of the country, 


tell us the same thing. 


They quickly see the 


value, to themselves and to the Manufacturers 
and Wholesalers who are their patrons, of hav- 
ing the latters’ book accounts protected against 
abnormal and unforeseen bad debt losses. And 
American Credit Insurance has been providing 
such protection for 33 years. 


<The AMERICAN 


CrREDIT~ INDEMNITY Co. 


OF NEW YORK 


J. F.M° FADDEN, presiDENT 


Offices in All Leading Cities 
New York, St. Louis, Chicago, Cleveland, Boston, 
San Francisco, Philadelphia, Baltimore, 
Detroit, Atlanta, Milwaukee, Etc. 
In Canada: Toronto, Montreal, Etc. 


Federal Reserve 
(Continued from page 707) 


Federal Reserve act. In most cases the mem- 
ber bank can make adjustments of different 
kinds in its own affairs, which will enable 
it to repay its borrowings at the reserve 
bank and at the same time to strengthen its 
own position. The bank may find it ad- 
visable, for example, to increase its own 
capital or to bring about a better adjustment 
of the volume and maturities of its invest- 
ments to the credit requirements of its local 
customers. 

“In using their influence to discourage 
member banks from making continuous use 
of the lending facilities of the reserve banks, 


the operating officials of the reserve banks 
are not only protecting the resources of the 
Federal Reserve System as a whole, but are 
also helping individual member banks to 
conserve their capacity to borrow at the 
reserve bank at times when adverse eco- 
nomic conditions in their localities and 
among their customers may make additional 
dependence upon the resources of the re- 
serve system not only justifiable but neces- 
sary. In this manner the reserve banks 
are not only discharging their responsibility 
to the member banks under the act, but are 
also exerting their influence toward sounder 
general banking conditions in the interests 
alike of the member banks, their depositors, 
and the public.” 


April, 1927 


T is understood that the officials of the 

Federal Reserve System have given much 
thought to the problem of how the very 
small minority of member banks, which 
show a tendency to abuse their borrowing 
power, can be held in line with sound 
banking practice. 

This responsibility has been impressed on 
them in several ways. The individual banks, 
which have used the facilities of the System 
purely as a reserve bank, have observed 
that other banks in their community have 
made loans generously—or perhaps loosely— 
and have rediscounted their paper freely at 
the reserve banks, and have thus made bet- 
ter financial showings than they have. 
“Should we be penalized for following 
sound practices while these other fellows 
‘ride’ the reserve bank and make a big 
profit?” they ask. This is one of the fac- 
tors that has led the Reserve Board to make 
it clear that no bank should regard its bor- 
rowing power at a reserve bank as a part 
of its own capital and to state further that, 
even if a member bank brings eligible paper 
to the reserve banks that meets both the 
technical requirements of the law and is 
sound in all respects, the reserve banks 
reserve the right to decide whether or not 
they will rediscount it. Putting it another 
way, member banks can not expect to get 
more than their fair share of credit from 
the reserve bank, unless there are exten- 
uating circumstances and the public interest 
will be thereby served. 

There is another point of great delicacy 
which presents itself when a bank, in a weak 
position, comes to a reserve bank and offers 
its best paper as collateral for rediscount. 
The loan might preserve the bank but, on 
the other hand, it might merely stave off 
failure to a later date. Refusal to grant 
the rediscount would place the responsibility 
for the closing of the bank on the reserve 
bank official, but this act might be more 
in the interests of the depositors than the 
granting of the rediscount because, in the 
event of insolvency, the paper put up with 
the reserve bank would not be available for 
use in paying off the depositors, but it would 
be if unpledged and kept as part of the 
assets of the bank. This situation makes it 
necessary for the reserve bank to consider 
the interests at hazard and to reach a 
decision. 


Getting in a More Liquid 
Condition 


S an illustration of what is meant by 
the statement that “In most cases the 
member bank can make adjustments of dif- 
ferent kinds in its own affairs, which will 
enable it to repay its borrowings at the 
reserve bank and at the same time strengthen 
its own position,” officers of some of the 
reserve banks have pointed out to member 
banks, which had occasion to borrow from 
the reserve banks because they had tied up 
a good part of their funds in local real es- 
tate loans, that they might get into a more 
liquid condition by selling these mortgages 
to insurance companies, or by having their 
customers shift their borrowings to the 
Federal Farm Loan system. 

In other cases, the reserve banks have 
emphasized the desirability of each bank 
closely examining the maturities of its in- 
vestments so that it can advantageously sell 
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these securities at those seasons of the year 
when its local customers have need for 
funds and thus depend to a larger extent 
on its own capital resources than to re- 
sort to borrowing at the reserve bank. 

It is said that this individual bank credit 
policy has had its fullest development in 
the Minneapolis and Dallas districts, al- 
though substantially the same procedure has 
been used in dealing with the member banks 
in most of the other districts. By talking 
over the situation with the presidents of 
the member banks, it is said that officials 
of the various Federal Reserve banks have 
found it possible to make substantially ac- 
curate estimates of what the member banks 
will require in the line of credit to serve 
their customers. A well defined plan for 
meeting the needs of the bank’s community 
can thus be mapped out in advance. 

3anks operating in the big financial cen- 
ters are exceptions, because they are subject 
to sudden demands and their borrowings 
are more of a day-to-day nature. As an 
example of just how quickly the situation 
of a Metropolitan bank changes, a big com- 
pany one day had a balance of $50,000,000. 
On the next, it had withdrawn all these 
funds and had borrowed $25,000,000 from 
the bank to meet a maturity. The rates 
that the New York bank charge are gov- 
erned to a very large extent by the redis- 
count rates that are in effect, the open 
market operations of the Federal Reserve 
banks, the nature of gold movements and 
the plethora or scarcity of ready funds. 
In many of the reserve districts, especially 
in the South and the West, a given rate 
is charged on ordinary loans without re- 
gard to interest rates that obtain in the 
financial centers or the discount rates in 
effect at the Federal Reserve bank. 


HE attention of the reserve banks has 
been directed particularly at the mem- 
ber banks which have been continuous bor- 
rowers for periods of more than six months, 
while banks, which have borrowed an 
amount in excess of their capital and sur- 
plus, have been made the subject of special 
inquiry. It is clearly the policy of the system 
to discourage banks in these two classes. 
Prior to the passage of the Federal Re- 
serve act, the national banks were pro- 
hibited by law, with certain exceptions, from 
borrowing more than their own capital re- 
sources. When the reserve system was set 
up, no definite limit was fixed. However, 
the Federal Reserve Board felt that, in the 
absence of any statutory provision, it would 
be entirely proper to indicate a basic line 
of credit to be granted a member bank that 
would bear a more or less direct relation 
to its own contribution to the lending power 
of the reserve bank. The result was that 
the directors of the various reserve banks 
fixed a normal discount line for the member 
banks, based on the amount of their con- 
tribution in the form of capital stock sub- 
scription and reserve balance. For instance, 
in the case of banks in the Atlanta, St. Louis 
and Kansas City districts, the basic line 
adopted was 2% times a sum equal to 65 
per cent of the reserve balance plus the 
paid-in subscription to the capital stock of 
the Federal Reserve bank. 
The basic credit line idea broke down, 
even after progressive interest rates were 
established in four districts in an effort to 


RIVATE WIRE — over 


11,000 


miles of it—connects our offices in 
over fifty principal cities of the country 
and brings our banker-customers every- 
where in almost instant touch with the 
great investment centers. 


These facilities are yours to command 
when you want quick action on a bond 
offering or seek market quotations or 
other investment information. 


The National City Company 
National City Bank Building, New York 


Offices in more than 50 leading cities throughout the world 


BONDS 


SHORT TERM NOTES 7 


ACCEPTANCES 


restrain borrowings in excess of what was 
regarded as a member bank’s equitable pro- 
portion of the lending power of the reserve 
bank. With the abandonment of progres- 
sive rates after a short and unsatisfactory 
experience, the reserve banks gradually 
reached the conviction that the most effec- 
tive way to deal with individual banks which 
tend to indulge in unrestrained borrowing 
is by direct action. 

Inasmuch as any member bank which has 
succeeded in rediscounting in excess of its 
capital resources has been enabled to do so 
by the provisions of the Federal Reserve 
act, the Board feels that the System “has 
a special interest in observing the extent 
to which this privilege is used.” 

That the quiet campaign conducted by 
the reserve banks to reduce the number 
of banks in the continuous borrowing class 
has been a success is indicated by the records 
of the Board. 


This gradual decline is revealed by the 
following table, which shows for quarterly 
dates during the past four years, the num- 
ber of member banks that have been bor- 
rowers continuously for a month or more 
at a reserve bank in an amount exceeding 
the borrowers’ capital and surplus. 


March June September December 
1923 543 357 
1924 326 : 364 179 
1925 140 215 202 133 
1926 111 198 113 
Furthermore there has been a decline in 
the proportion which continuous borrowing 
constitutes of total borrowing at the re- 
serve banks. The Board reports that, 
whereas during 1924 about 15 per cent of 
the total volume of member bank borrow- 
ing at the reserve banks represented in- 
debtedness continuously for a month or more 
in excess of the borrowing banks’ capital 
and surplus, this proportion had been re- 
duced to 5 per cent during 1925. 
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A Bank Floor’s Biggest 
ASSET 


HE world 

at large 

looks up 

to bankers 
as a group of honest, 
intelligent men _ with 
marked managerial 
ability. 

Bankers who realize 
the dollars - and - cents 
value of this high re- 
gard are careful to see 
that their banking 
premises reflect a neat 
cleanliness symbolic of 
their own _  adminis- 
trative competence. 

Scores of America’s 
finest banks use the 
FINNELL Electric Floor 
safeguard uninterrupted 
their banking floors. 


The New 
Electric Way 


Machine to 
cleanliness for 
The amazing fact 


is that the floors are far cleaner, far 
more attractive, at a fraction of the 
cost! For the FINNELL scrubs, lays 
wax or polishes any type of floor, 
inside or outside the cages, with sur- 
prising speed and ease at an electric- 
ity cost of less than 3 cents per 
hour! 
The FREE book, “Your Ques- 
tions Answered by Users,” tells how 
the FINNELL can cut your 
floor-cleaning budget and give 
cleaner, more at- 
tractive floors 
besides. 


Write the 


FINNELL SYSTEM, Inc. 


124 N. Collier St. Hannibal, Mo. 
(Floor Machine Hdgatrs., Est. 1906) 
District Offices in principal cities. 
Factories—Hannibal, Mo., and Ottawa, Canada 


FINNELL 


ELECTRIC FLOOR MACHINE 
Tt Waxes \It Polishes Sands It Scrubs 


Intermediate Credits 
(Continued from page 727) 


the guarantees granted under the Act have 
been very largely for projects within the 
United Kingdom and have had no marked 
effect on the foreign trade of the country. 

Such measures as the Trade Facilities Act 
in Great Britain and the Russian credits 
scheme in Germany are manifestly of an 
emergency character and probably will not 
be continued long. Schemes of this sort 
need not therefore be given much con- 
sideration in this connection. 

How, then, are American exporters to 
meet the competition of European manu- 
facturers in the matter of long-term 


credits? It would be asking too much to 
demand that our commercial banking laws 
and practices be changed so as to permit 
banks to discount for more than ninety days. 
Likewise we cannot expect to reverse the 
decided trend toward direct exporting 
methods that characterize recent American 
foreign trade policies, even though it is 
recognized by many sound authorities that 
there are a number of strong American 
trading concerns long established in foreign 
fields which occupy much the same position 
as the German, British and other European 
trading concerns referred to above and ful- 
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fill similar long-term credit functions. 

The solution of the problem, it seems to 
me, lies in the creation of a new type of 
financial institution, which might be de. 
scribed as an intermediate credit bank for 
foreign trade. This undefined “no-man’s 
land” in foreign trade credit that lies be. 
yond the ninety-day credit (with a possible 
ninety-day extension) which our banks can 
extend, must be occupied by a new force. 

It has been necessary to provide American 
agriculture with credit facilities intermediate 
between the short-term loans made by local 
bankers, merchants, factors, etc., and the 
long-term mortgage loans available from 
the local banks, farm loan banks, insurance 
companies, et al. In much the same degree 
is it necessary to provide the American ex- 
porting manufacturer with similar inter- 
mediate credit facilities. Our manufac- 
turers are deriving some benefits, of course, 
from the 90 or possible 120-day credits ex- 
tended by American banks. Likewise their 
foreign sales are facilitated to a certain 
degree by the capital flotations of American 
mining, oil, and other corporations making 
direct investments abroad and by loans 
made to foreign governments and foreign 
corporations when such loans are for public 
works and other capital expenditures. But 
the American manufacturer is up against 
it when a small textile mill in Brazil wants 
to buy machinery on one-year or two-year 
credit terms. 


Capital Is Available 


HE means for providing intermediate 
credit for foreign trade appears to be 
ample. 

Most important of all is the abundant sup- 
ply of American capital seeking investment 
at home and abroad. In recent years we 
have loaned or invested directly abroad, on 
the average, over a billion dollars annually 
and have at the same time financed a tre- 
mendous building program and a_ huge 
amount of electrical development at home. 
Yet the level of interest rates is declining 
and the prices of bonds and other prime 
securities are rising. It is not likely that 
loans to European governments and _ cor- 
porations will continue at the high levels 
of the past several years. There are limits 
also to the amount of new financing that 
may be done for Latin American govern- 
ments. The direct investment of capital in 
mining, oil, and manufacturing enterprises 
of American corporations established abroad 
will probably increase, but it is not likely 
that the increase will be sufficient to take 
up the impending slack in foreign govern- 
ment and corporate financing. 

Meanwhile the need of foreign outlets 
for the surplus production of a number of 
lines of machinery and other heavy goods 
is urgent and may become more urgent as 
time goes on. Fortunately, the actual and 
potential demand for such goods abroad con- 
tinues strong. 

In view of these conditions it would ap- 
pear that financing companies might be es- 
tablished which would provide at the same 
time a profitable outlet for American cap!- 
tal and improved facilities for the sale of 
American goods on a long-term credit basis. 

The Edge Law might be used as a medium 
for the establishment of such financing com- 
panies. One of the principal objects of 
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this law was to provide credit facilities of 
the type discussed in this article—primarily, 
however, as an aid toward the economic 
reconstruction of Europe. Since, contrary 
to expectations, European governments and 
corporations were able to float their securi- 
ties in this market, the need for the inter- 
mediation of an Edge Law corporation did 
not arise, and so this feature of the law 
was not invoked. The first corporation cre- 
ated under the Edge Law for the express 
purpose of exercising the debenture-issuing 
privilege of that law was organized last 
year, but it was announced as an invest- 
ment trust, although its prospectus indi- 
cates that the corporation is prepared to 
make investments of the type that I have 
in mind. 


Could Operate Under the 
Edge Law 


S° far as I can discover, there is noth- 
ing to prevent the establishment of cor- 
porations operating under the Edge Law 
for the purpose of doing an intermediate 
credit banking business. And since some of 
our investment bankers fear that within a 
few years there may be a dearth of good 
foreign bonds to satisfy their clamorous 
clientele, they might well ponder the possi- 
bilities of establishing a corporation which 
would invest in the one to five year obliga- 
tions of foreign industrial, plantation and 
other companies, and of financing such in- 
vestments through the sale of the corpora- 
tion’s stock and debentures. The corpora- 
tion’s portfolio might be rounded out with 
the purchase of small issues of foreign, 
municipal and departmental bonds—issues 
too small to justify a separate flotation— 
and with the purchase of foreign real estate 
mortgage bonds. 

It is surprising how much good business 
of this sort could be done by a corporation 
properly equipped to do such financing. 
This fact was recognized by an American 
foreign banking corporation, which was 
obliged frequently to refuse long-term loans 
to sound Latin-American enterprises solely 
because American banking laws and regu- 
lations forbade such loans. Accordingly, 
interests affiliated with this banking group 
organized a special institution for the pur- 
pose of making long-term loans, but before 
this institution had got under way the 
great depression of 1920-21 intervened and 
the plan came to naught. 

An intermediate credit corporation of the 
special type I have in mind would make an 
appeal to the American investor similar to 
that which the investment trust is now mak- 
ing so strongly—that of diversification of 
risk, a diversification that would be geo- 
graphical as well as industrial. 

Such a corporation would require a special 
type of organization. Its staff would in- 
clude engineers, appraisers and other tech- 
nical experts, since careful investigation of 
the foreign industrial enterprises would 
have to be made. The banking part of the 
business would be a comparatively simple 
Proposition to attend to. 

Such credit corporations could be spon- 
sored by banking institutions or they 
could be organized by American industrial 
groups. The success of the General Motors 
Corporation, the Studebaker Corporation 


and other American automobile companies 
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Write New Business 
with Autopoint 


A new way that bank managers have 
found to increase business, cut costs 


Mail Coupon 


for sample Autopoint 
Offer to executives only 


OU have heard of Autopoint 
Pencil as a great business-get- 
ter. You have probably read 

our advertisements telling what other 
banks are doing by its use. You 
know its features. 

But you have neglected to send 


the coupon in ‘to find out how it 


would suit YOUR bank. May we 
urge you, in your interest and ours, 
to mail the coupon today? 

An attractive sample of Auto- 
point, in all its mechanical perfec- 
tion, with its beautiful Bakelite bar- 
rel, will come by return mail. And 
a little booklet telling how it will 
fit in to your plans. And figures 
on the remarkably low cost of using 


You present Autopoint with the 
name of your bank, and a selling 
message, stamped on its barrel to 
depositors or prospects. Your pros- 
pect is impressed. Autopoint stays in 
his pocket. Each day your message 
is a reminder of you countless times. 

The increasing use of Autopoint 
by the thousands of banks that use 
it as a definite part of their selling 
plan, is its best recommendation. 

Let us send you complete infor- 
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mation. There is no obligation. At 

least find out what Autopoint can 

do, and where it fits into your plans. The 

Why not mail the coupon today? Over-size 
Model 


Autopoint. 
Why it succeeds ' 

Autopoint is successful because it is | 
intrinsically valuable—because no ; 
one but appreciates its merit once they | 
have tried it. Autopoint is never |; 
thrown away. Of what other adver- 
tisement can you say this? 
' 

' 

' 


Clip this Coupon 
and Mail it Today— 
NOW! 


in promoting their foreign sales through 
special affiliated acceptance or financing com- 
panies prepared to grant credit up to one 
year is an indication of what might be ac- 
complished by other types of industrial con- 
cerns, 

Recently there has been organized an as- 
sociation for the purpose of creating and 
marketing equipment trust obligations for 
foreign railways. 

The need for intermediate foreign credit 
can be met effectively in the manner sug- 
gested above. The time is ripe for the prac- 
tical banker and the keen exporting manu- 
facturer to get their heads together and 


' 
' 
' 
AUTOPOINT COMPANY 
4619 Ravenswood Ave., Chicago, ' 

' 

' 


“The* Better Pencil” 
Made of Bakelite 


Without obligation, please send sample Autopoint, 
booklet, new business plans, prices, ete. 


work out a special type of institution for 
foreign trade financing. The banker should 
do something of this kind in the interest of 
American industries that require a steady 
outlet for their goods and in his own in- 
terest by providing a sound security for his 
clientele; the manufacturer should take 
some such action for the obvious reason 
that he is the one most interested and must 
be doing something on his own account to 
fill this gap in our foreign trade financing 
methods. 

Properly organized and administered and 
properly sponsored, credit institutions of 
this type should be a success. 
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ANALYZE! 


and KNOW 


Modern Management controls thru Anal- 
ysis. Itis a high powered spot light pierc- 
ing the grey limbo of questionable things 
or flooding the blackness of the unknown. 
It’s a business microscope—bringing into 
human vision the hidden and obscure. 


The executive presses a button. ‘“‘ Aladdin,” 
his modern accounting department, places 
before him facts and figures, arranged, 
co-ordinated. 


Is it Trade Conditions? Markets? Mate- 
rials? Processes? Costs? Organization?— 
The story is revealed. Thru Analysis, 
profits are guarded; balance and stability 
maintained ; efficiency andserviceimproved. 


Long ago, Pascal called Analysis “‘the art 
of discovering unknown truths.’’ Modern 
Accounting has made it a necessary part 


ter the business. 


NEW YORK 
PHILADELPHIA AKRON 

BOSTON CANTON 

PROVIDENCE COLUMBUS 
BALTIMORE 
RICHMOND TOLEDO ERIE 
WINSTON-SALEM CINCINNATI 


BUFFALO MEMPHIS MIAMI 
ROCHESTER TAMPA 


ERNST & ERNST 


ACCOUNTANTS AUDITORS 
SYSTEM SERVICE 


CLEVELAND DETROIT 


of the Science of business. 


The more competent the Analysis, the bet- 


CHICAGO NEW ORLEANS 


GRAND RAPIDS MILWAUKEE JACKSON 
KALAMAZOO MINNEAPOLIS DALLAS 

PITTSBURGH ST. PAUL 
YOUNGSTOWN WHEELING 


FORT WORTH 
INDIANAPOLIS HOUSTON 
OAVENPORT SAN ANTONIO 


LOUISVILLE sT. Louis waco 
WASHINGTON DAYTON ATLANTA 


KANSAS CITY DENVER 
OMAHA SAN FRANCISCO He 


LOS ANGELES | 


The Battle of the Giants 


(Continued from page 739) 


include its equity in the undistributed earn- 
ings of subsidiaries not fully owned. This 
compares with $106,484,756 the preceding 
year, giving a gain of $70,000,000 or 65.4 
per cent. 

Ford Motor Company earnings are not 
published regularly, but the 1925 balance 
sheet showed a gain in surplus account of 
$79,890,000, to which there should perhaps 
be added several millions for dividends paid 
out and goodwill written off. No 1926 
figures are yet available. 


Other companies reporting gains last 
year were: Hupp Motor Car Corp., from 
$2,919,000 to $3,508,000; Nash Motors Co. 
(year ended Nov. 30), from $16,256,000 to 
$23,346,000; and Packard Motor Car Co. 
(year ended Aug. 31), from $12,191,000 to 
$15,844,000. 

Chrysler Corporation’s net decreased 
from $17,126,000 to $15,449,000; Dodge 
Brothers, Inc., from $23,868,000 to $21,592,- 
000; H. H. Franklin Mfg. Co., from $2,- 
019,000 to $72,000; Paige-Detroit Motor 
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Car Co., from $2,438,000 to $500,000; Hud- 
son Motor Car Co., from $21,379,000 to 
$5,373,000 ; Reo Motor Car Co. (year ended 
Aug. 31), from $5,422,000 to $4,258,000: 
Studebaker Corporation, from $16,620,000 
to $13,042,000; and Willys-Overland (Co, 
from $11,423,000 to $1,820,000. 

In the commercial field, Mack Trucks, 
Inc., decreased from $9,468,000 to $8,852. 
000, and White Motor Co. from $5,277,000 
to $2,566,000. 

Taking all the passenger car and truck 
companies that have published reports to 
date, a total of twenty-five, we find that 
only seven had higher earnings than the pre- 
vious year, while eighteen concerns, or 72 
per cent, made less money. 

In the parts and accessories field, out of 
twenty-seven reports for which comparative 
figures are available, nine were ahead of the 
previous year, and eighteen, or 66.7 per cent, 
fell behind. 

If these figures be studied over, they may 
add a new meaning to the popular idea of 
“motor prosperity.” 


Some Recent Price Cuts 


HAT the 1927 competitive war has 

started no one can doubt who follows 
the automobile news. At the end of last 
year the Chevrolet announced reductions of 
$20-$50. 

In the high-class cars, Packard took the 
initial’ step with liberal price cuts. This, 
executives maintain, will mean greater out- 
put, as in 1925, when a reduction of almost 
$600 resulted in doubling its business. 

During January, at the automobile shows, 
new models, many of them at very attrac- 
tive quotations, were presented by Erskine 
(Studebaker), Hudson-Essex, Chandler, 
Paige, Stearns, Whippet (Willys) and Au- 
burn. Star (Durant) followed shortly with 
cuts of $20-$50. 

February brought reductions by Jordan 
amounting to $300-$500, also on the Erskine, 
and Studebaker followed with widespread 
cuts of $10-$200. 

March witnessed the introduction of the 
LaSalle, to retail at $2,495-$2,685, a com- 
panion car to the Cadillac and sponsored by 
that division of General Motors Corpora- 
tion. 

In this connection, Automotive Industries 
says editorially : 

“These are corner cutting days in a good 
many automobile plants. Car makers have 
seen their margin of profit per unit going 
down steadily for some time past. They 
do not see much change, owing to competi- 
tive conditions, of increasing that margin 
by actual price increases. Some of them 
have made up their minds to strive valiant- 
ly to maintain present price levels, however 
strenuous competition may become, and to 
bend every effort toward increasing the 
profit margin per unit through even greater 
efficiency within the plant. In other words, 
they are planning to work toward the same 
ends as in the past, with the difference, 
however, that a-large proportion of future 
savings will be kept to make the profit per 
unit sufficiently large to be safe and to keep 
the balance sheet from dipping into the red 
at the slightest waiver of material prices 
or prospect of dip in the general business 
curve.” 


| 
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According to The Advertisers’ Weekly, 
the drive for business last year caused a 
heavy increase in advertising expenditures. 
Chrysler spent $1,294,781 in magazine ad- 
vertising during 1926 as against only $463,- 
842 in 1925. Willys-Overland spent $1,104,- 
888 against $896,897 the previous year, and 
Dodge $1,039,249 against $784,078. Yet the 
earnings of each of these three concerns, 
the only ones of the motor industry in the 
“$1,000,000 list” as regards national adver- 
tising expense all decreased as compared 
with 1925. The constantly growing impor- 
tance of the dealer as a factor in market- 
ing has caused many makers to give more 
attention to direct appeal to the dealer by 
means of trade papers, while local news- 
paper campaigns have taken an increasing- 
ly large proportion of some appropriation. 
There is a tendency to study more carefully 
than ever before the efficiency and value of 
advertising expenditure. 


Are Mergers the Remedy for 
Future Competition? 


S the battalions of the motor giants be- 
gin to clash, the public in general and 
the automobile industry in particular can 
already note a number of significant devel- 
opments. For example, the tendency on the 
part of the large companies toward com- 
plete lines of cars, that is, models in the 
passenger car and commercial field to meet 
every need and purse. 

A second tendency is toward making the 
complete car under one organization instead 
of purchasing bodies, engines, wheels, rims, 
accessories, etc., from outside producers. 
The purpose is to cut down the outsider’s 
profit and thereby lower costs. It has also 
been applied in the formation of companies 
to handle the financing and the insurance, 
and recently there have been rumors of the 
acquisition of tire manufacturers by lead- 
ing motor makers. 

A third tendency is toward stronger 
finance companies, which have nation-wide 
organizations and can handle the entire dis- 
tribution of a manufacturer in this country 
and for export. As a result, many smaller 
finance companies have failed or gone into 
voluntary liquidation, or else merged into 
larger units: Price cuts increase reposses- 
sions by decreasing the value of the pur- 
chaser’s equity and thereby making it less 
attractive for him to pay the balance. 
Value of repossession last year increased 
21 per cent over the previous year on new 
cars, and on used cars increased 41 per cent. 

The dealer situation, from what one 
gathers in Detroit, is in a state of change, 
many dealers preferring to give up the 
agency of one-model companies in order to 
handle the product of a manufacturer turn- 
ing out a complete line. 

A fifth development is in the renewed 
tendency toward merger of the weaker com- 
panies so as to form combination with a 
large capital and complete line of models 
that will be able to better’ compete. The 
most startling move in this direction is fore- 
cast by rumors circulated the last of March 
that William C. Durant, one-time head of 
General Motors, plans to unite Durant 
Motors, Inc., with a number of other well- 
known concerns. 

A iurther development in the impending 
motor war is a continued depression in 
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Check Up 
on your 
Mat Needs Now 


Wear Proof Mats COST LESS— 

They NEVER Wear Out— 

The first cost is the LAST cost— 

Have GREATER scraping surface— 
Clean the feet BETTER— 

EASIER to clean and handle— 

Roll up like a rug— 
' ALWAYS lie flat and STAY flat— 

More SANITARY—germ and waterproof— 
Trap the dirt—Keep it from spreading— 
End your mat troubles and expense. 


Adopted and used in over 50,000 of the best buildings, hotels, 
theatres, stores, banks, hospitals, schools and factories in the U. S. 


WEAR-PROOF MATS 


Built in link form of steel and asphalt impregnated wool felt, 
they are absolutely waterproof, which prevents them from_be- 
coming slippery and eliminates the possibility of accident. They 
lie flat without creep or crawl and will not warp, buckle or slip. 
They present a comfortable, sure-footed, safe-tread—and ‘They 
Never Wear Out.” 


Approved by the safety engineers of such well known concerns 
as the Eastman Kodak Company, these everlasting mats are pro- 
tecting floors and protecting employes for untold numbers of simi- 
lar manufacturers. 


Ask us to show you how Wear Proof Mats will save you money, 
give you better, safer mats and everlasting mat service. Our 
Wear Proof Book, containing complete information and prices, 
will be sent free on request. Use the coupon. 


WEAR-PROOF MAT CO. 


CHICAGO, ILL. 


ey Never Wear Out 


WEAR PROOF MAT CO. 
2164 Fulton St., Chicago 


Gentlemen: 


Please send me your Free Book which shows how 
Wear Proof Mats will save me money and end my 
mat expense forever. 


Your Mat Needs 
Here 


OJ Entrances 
O Stairs 

0 Corridors 
Vestibules 
O Aisles 

0 Lobbies 
O Elevators 


shares of many of the so-called “independ- however, each car has its own characteristics 


ents,” whose preferred and common stock 
are now selling on the exchanges and in 
the unlisted market at prices that cannot 
compare with the highs of 1926. 

There are undeniably a number of fa- 
vorable factors, such as the strong finan- 
cial condition of some companies, the 
conservative financing terms being adhered 
to, and the curtailed production schedules 
so far during 1927. Moreover, automobile 
values are better today than ever before, 
and the danger of “overproduction” does 
not have quite the same meaning as in 
other industries—a seeming paradox of eco- 
nomic law. In the steel industry, for ex- 
ample, overproduction promptly causes a fall 
in prices of steel. Among motor concerns, 


and might be regarded as a commodity in 
itself. There may be overproduction by one 
concern, or several, yet other popular cars 
will be able to maintain their sales volume 
without cutting prices. 


What the Mints Made 


The United States mints added $11,758,- 
240 in coins to the stock of money during 
the month of March. 

Gold coinage accounted for the bulk of 
the value, as 532,500 double eagles were 
struck off. However, the mints coined 565,- 
000 standard silver dollars, 1,810,000 dimes, 
4,116,000 five cent pieces and 15,644,000 one 
cent pieces. 
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We Invite Accounts 


of banks, corporations, firms and 


individuals, affording them in 


addition to every financing 


facility, the varied services of a 


banking and trust institution of 


international scope. 


Guaranty Trust Company 
of New York 


140 Broadway 


NEW YORK LONDON 


LIVERPOOL 


HAVRE 


PARIS BRUSSELS 


ANTWERP 


New Orientation in Reserve Policy 
(Continued from page 743) 


consequence of declining reserves is a forced 
curtailment of further expansion. 
Internationally considered, however, ex- 
cessive expansion of credit for the nation 
as a whole will be automatically checked 
only through an advance in foreign ex- 
change rates, which leads to an exportation 
of gold. That is a very drastic remedy 
and may prove disastrous. It is not always 
easy to bring back gold that has been ex- 
ported. Consequently, before credit expan- 
sion reaches a point where it tends to be 
automatically checked through gold exports, 
some corrective should be applied to it. 
Experience shows that such corrective can 
be supplied only by some national agency 
like a central bank or like our Federal 
Reserve Board, which, by effective control 


of discount rates, can bring pressure to bear 
against further expansion before ultimate 
reserves are depleted. 

Effective national control of discount 
rates has other important possibilities in 
the international market. It may be used 
materially to influence foreign exchange 
rates. An effective advance in discount 
rates carries with it an enhancement in the 
value of funds in the domestic market. 
Foreign money is thus attracted to the do- 
mestic market and foreign exchange rates 
will move downward. Indeed, such a move- 
ment may be pushed to a point where gold 
is actually drawn into the domestic market 
from abroad. English experience illustrates 
the point. When the National Monetary 
Commission was studying English banking 
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procedure after our panic in 1907, one of 
the officials of the Bank of England told 
Senator Aldrich that the 7 per cent rate 
in 1907 had drawn gold to England from 
twenty-four countries and colonies, and he 
added that he believed that an 8 per cent 
rate would “draw gold out of the ground!” 

In general, the argument here runs paral- 
lel to that of the control of the discount 
rate. 

In the first place, it may be said that a 
broad and uniform open-market policy is 
necessary to the maintenance of stability in 
credit and price conditions at home. Often- 
times it is desirable to influence credit de- 
velopments in one direction or another with- 
out changing official discount rates. The 
German Reichsbank used often to pay a 
6 per cent tax on issues of notes beyond 
its tax-free contingent when in the in- 
terest of stability it maintained its discount 
rate well below that level. Direct partici- 
pation by central banking authorities in open 
market operations may be very helpful. The 
purchase of bills and of securities by cen- 
tral or reserve banks in the open market 
releases reserve credit as effectively as does 
rediscounting on the direct application of 
bank customers. Similarly the sale of bills 
and securities by reserve banks tends to 
diminish reserve credit outstanding, and 
hence forces contraction. Therefore, the 
central or reserve bank authorities may 
ease or stiffen credit considerably simply 
by buying or selling more bills or securities 
in the open market. 

Beyond this, however, it is necessary to 
note that participation in open-market op- 
erations may be necessary to make official 
rates of discount effective. The official rates 
of discount are effective only if the banks 
at large are forced to obtain funds from 
the central institution. Through the sale 
of bills and securities the central or re 
serve bank can cause such a diminution in 
available reserve credit that, as they say 
in England, the market can be forced into 
the bank. There have been times in London 
when the Bank of England not only sold 
consols, but employed a broker to go out 
into the market to borrow funds with the 
definite purpose of absorbing enough float- 
ing credit to force the banks to call loans 
and thus drive the discount houses to the 
Bank of England itself for accommodation. 
The official discount rate thus became con- 
trolling. 

And again it may be said that the open- 
market operations are of importance also 
in protecting domestic reserves in the inter- 
national market. The central or reserve 
bank may use its foreign portfolio to in- 
fluence exchange rates. It can build up 
such a portfolio when foreign rates are low, 
and it can, by throwing such exchange on 
the market when rates threaten to approach 
the gold export point, do much to prevent 
undesired gold exports. If necessary, the 
central bank can add to its own supply by 
judicious borrowing abroad. A number of 
the European central banks relied exten- 
sively on such foreign operations before the 
war to keep exchange rates stable. It is 
obvious, however, that in such exchange 
dealings a single and definite policy is essen- 
tial. If, in the United States, the different 
reserve banks followed independent policies, 
they might easily frustrate each other’s de- 
signs. 
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In view of these considerations it could 


ha dly be maintained that, if we are to have 
rr 


a reserve banking system at all, it is in 
theory undesirable to have unified control 
of discount rates and of open-market pro- 


cedure. 

_ Assuming the desirability of unified dis- 
count and open-market procedure, it is 
fair to ask whether the Reserve Act it- 
self actually contemplated such a develop- 


ment. 

There can hardly be the slightest doubt 
about it. Glance, for example, at Section 11 
of the Act, wherein the powers of the Fed- 
eral Reserve Board are broadly defined. 
Brief reference is made to the successive 
paragraphs here: 


ts the whole matter of examination of re- 

@) od banks, as well as member banks in 
the hands of the Board. 

(b) Authorizes the Board to require the reserve 
banks to rediscount for each other at rates 
fixed by the Board. i 

(c) Gives the Board power (with limitations) +o 
suspend reserve requirements. 

(d) Puts the whole subject of the issue and re- 
tirement of Federal reserve notes under the 
Board’s supervision. 

(e) Authorizes the Board to control the classifica- 
tion of central reserve and of reserve cities. 

(f) Empowers the Board to suspend or to remove 
any officer or director of any Federal Reserve 
bank. 

(g) Authorizes the Board to require reserve banks 
to write off doubtful or worthless assets. 

(h) Permits the Board to suspend (for Violations 
of the Act) the operation of any Federal Re- 
serve bank, to take possession thereof and to 
eget same or to liquidate or reorganize such 
bank, 

Authorizes the Board to require bonds of Fed- 
eral Reserve agents, to make rules for safe- 
guarding bonds, collateral, money, etc., in the 
agents’ hands and “to make all rules and 
regulations necessary to enable said board ef- 


fectively to perform the “duties, functions or’ 


services” specified in this Act. 

(j) Grants to the Board the power to exercise 
a og supervision over the Federal Reserve 
anks., 


(k) Vests in the Board the right to grant trust 
powers to national banks. 

(1) Supplies the necessary authority to hire attor- 
neys, employees, etc. 

(m) Empowers the Board to permit member banks 
to carry in the Reserve banks any portion of 
their required reserves. 


Reading further along in the Act one 
comes upon Sections 13 and 14, which deal 
respectively with the rediscount and with 
the open-market operations. In Section 13 
the Board is given power to determine or 
define the character of paper eligible for 
discount at the reserve banks. In this sec- 
tion the Board is also given the right to 
determine what percentage of the assets of 
the Federal Reserve banks may comprise 
agricultural and live-stock paper having a 
maturity up to six months. The other 
grants of power cover the following points: 
. The increase to 100 per cent of its capital and 

surplus of a member bank’s right to “accept.’’ 

. The review and determination of the rates 


charged by the Reserve banks on the member 
banks’ own notes. 

. The complete regulation of the discount, re- 
discount, and purchase and sale by any Fed- 
eral Reserve bank of any bills receivable, of 
domestic and foreign bills of exchange and of 
acceptances, 


» The complete oversight over the procedure in- 
volved in the drawing of dollar exchange in 
foreign countries, 


Section 14 gives the reserve banks broad 
Powers to deal in the open market, in do- 
mestic and foreign bills, in gold coin and 
bullion, in United States securities and in 
revenue warrants (maturing within six 
months) of states and minor political divi- 
sions. But the establishment of discount 
tates is expressly made “subject to review 
and determination” by the Federal Reserve 
Board. Similarly in connection with the 
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‘Again—Thank You!” 


Mutual confidence increases with each 
new opportunity to serve, steadily 
strengthening the bond of friendship be- 
tween this Bank and the many fine in- 
stitutions for which it has acted as 
Chicago correspondent throughout ten, 
twenty, and even thirty years or longer. 
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establishment of accounts abroad by the 
Federal Reserve banks, the law says that 
this is to be done “with the consent or 
upon the order and direction of the Ied- 
eral Reserve Board and under regulaticns 
. . . prescribed by said Board.” Again, the 
opening and maintenance of banking ac- 
counts here in the United States for for- 
eign correspondents is to be only “with the 
consent of the Federal Reserve Board.” 
And if one reserve bank opens such ac- 
counts the Board may give any other re- 
serve bank permission to “carry on or con- 
duct” proper transactions through such 
account. 

Were there space, other sections of the 
Act could be referred to in further sup- 
port of the general thesis that Congress 


intended that the Federal Reserve Board 
should have adequate authority to insure 
a unified credit procedure on the part of 
all the reserve banks. Similarly, if space 
permitted, it could readily be shown that 
from the outset the Reserve Board has had 
this conception of its responsibilities. A 
particularly illuminating bit of material re- 
lating to this topic is found in the Board’s 
discussion of “Open-Market Policy and 
Operations” in its 1923 report. Enough has 
been said above, however, to show that the 
allegedly new development of Federal Re- 
serve policy is not so new as it might seem, 
and that in any event it is in complete har- 
mony with reserve bank theory and prac- 
tice, and with the obvious intent of the 
Federal Reserve Act itself. 
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The Whole World 


Watches Detroit 


The eyes of the world are turned toward 
Detroit—the fourth city of America. 
Every nation, everywhere, knows the im- 
print “Made in Detroit”. Its motor cars 
have developed a new era in transporta- 
tion. Modern housewives the world over 
know its stoves. Its adding machines 
speed up millions of business transactions 
daily. The workers of the world are 
clothed in its overalls. 


Detroit leads the world in the pro-- 
duction of these most important 
products—and in more than twenty 
others as well. 


The First National Group in Detroit— 
First National Bank, Central Savings Bank, 
and First National Company—is now 
featuring in local newspapers a series of 
full page advertisements which give not 
only a comprehensive cross-section of the 
Detroit of today, but also trace its develop- 
ment through past years. This series is 
historically correct. The figures and 
statistics which it includes are interest- 
ing and accurate. If Detroit plays a part, 
however small, in your business, it will 
prove of value to you. 


We shall be pleased to mail this series every month, 
without obligation, to all interested bankers. 


iIRST NATIONAL BANK 


, CENTRAL SAVINGS BANK 
‘FIRST NATIONAL Co. DETROIT 


The Railroad Investor 
(Continued from page 740) 


by the railroad labor organizations, a fact 
which the majority party of the then di- 
vided executives relied upon to insure a 
moderate attitude upon the part of labor. 
So far, their hopes have not been seriously 
disappointed, though it is worth mentioning 
that the first case of arbitration under the 
new-act, wherein the eastern conductors and 
trainmen obtained an advance of 7% per 
cent in wage rates and certain modifications 
of the working rules, gave the men rather 
more than their employers had supposed 
they were likely to obtain. It is never easy 
to determine whether a given wage scale is 
or is not too high and certainly the prevail- 
ing tendency in this country is to keep wages 


up and seek offsetting economies elsewhere. 

It is right to add that without the whole- 
hearted cooperation of their employees the 
carriers would not have been able to es- 
tablish the present high quality of their 
service or restore their financial position as 
they have. 


Railroads Face $200,000,000 
Additional Outgo 


| he respect to the important points of 
physical condition, current financial re- 
sults, labor relations and the attitude of the 
general public, the position of the railroads 
is so much stronger than it has been for a 


generation that the question naturally arises. 
Are the railroads now at a flood tide in 
the recurrent ebb and flow of their fortunes 
or can the striking improvement of the past 
six years be expected to go further ? 

Without attempting too much of prophecy 
it may be pointed out that the new wage 
basis will involve an addition to the annual 
payroll of between $125,000,000 and $150. 
000,000, which in itself is 10 to 12 per cent 
of last year’s net operating income. 

The average cost of coal a ton will be 
somewhat higher this year than last. Taxes 
increased $37,000,000 or more last year, the 
greatest increase in that item since 1920 and 
comparing with an average annual increase. 
of $24,000,000. for the past five years. No 
interruption of the upward course of this 
impost is in sight. This year, therefore, 
the railroads face an additional outgo of not 
less than $200,000,000 before reckoning the 
return on their investment. 

On the other side of the account are to 
be counted the possibilities of further in- 
crease in the volume of traffic after two 
record-breaking years, and of still further 
progress in operating efficiency. As to the 
former, it may be noted that while the 


| decline in the aggregate of passenger rey- 


enues has all but ceased, no rapid or im- 
mediate improvement on that side of the 
business is to be anticipated. Freight traf- 
fic was during the first three months of 1927 
little more than equal to that of the same 
season of the year: before. Railroad traffic, 
of course, depends intimately upon the state 
of business. Probably a majority of busi- 
ness men whose outlook is national in scope 


| are fairly confident that general commercial 


activity will continue on a scale roughly 
comparable with that of the past two years, 
but few of them see persuasive reasons for 
predicting new high records for the near 
future. 


Slight Hope for Higher 
Freight Rates 


OR railroad owners to expect any sub- 
tantial advance in the general freight 
rate level under existing conditions would 
be a triumph of hope over experience, and 
this is said despite the pendency in the 
various courts of cases involving railroad 


| valuation. For reasons which would re- 
| quire an article by themselves, a decision 


making present reproduction value the 


| measure of capital investment would in all 


probability leave the rate scale untouched 
for at least two years to come and con- 
ceivably might never affect it to any prac- 
tical extent. To be sure, the Commerce 
Commission said something contrary to this 
in the majority decision of the St. Louis & 
O'Fallon case recently, but the Commission 
has also said (no doubt correctly) that the 
law does not compel it to make rates yield- 
ing any given return on the property invest- 
ment. 

Some upward revision of the class rates 
in so-called western trunk line territory 1s 
not unlikely, the modest benefits of which 
would be confined to northwestern and 
middle-western carriers. Meanwhile, the 
constant readjustment of individual rates 
and groups of rates tends slowly to wear 
down the average ton-mile rate. 

As to further progress in the economical 
handling of traffic, it is not to be supposed 
that the advantages to gain which the car- 
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riers have laid out some $3,000,000,000 of 
additional capital within the past six years 
and contemplate a further investment of 
one-half to three-quarters of a billion this 
year have been completely attained. An 
immense reservoir of theoretical economy 
exists in the possibility of bringing aver- 
age car load closer to average car capacity, 
but no gain worth mentioning has been made 
in this respect for the past three years and, 
in view of the national “hand to mouth” 
buying policy, it does not seem likely that 
the average car load will improve sub- 
stantially hereafter. In the average daily 
mileage of cars the past record is better 
and the outlook more encouraging. Reform 
in motive power standards and application, 
which has made great strides during the 
past decade, is still capable of yielding rich 
results. Heavier trainloads, which involve 
not only more powerful locomotives but also 
adequate roadbed and structures, have been 
the key to prosperity for most of the rail- 
roads that have achieved that blissful con- 
dition. 

Average tractive power of all locomotives 
is now about 41,000 pounds, as compared 
with 32,800 pounds at the close of 1916, but 
it is noteworthy that locomotives now be- 
ing ordered run from 60,000 to 90,000 
pounds of tractive effort and even more. 


Weak Lines Getting Stronger 


as the present wellbeing of 
the railroads as a whole is in some de- 
gree a rebound from the demoralization of 
the post-war period, it is reasonable to sup- 
pose that progress in operating method and 
financial returns will be slower hereafter 
than it has been in recent years. 

This may be particularly true of those 
individual carriers already at or near the 
head of the procession; it is likely to be 
less applicable to those carriers which, for 
internal or external reasons, are below stand- 
ard. Not a few of the latter class are 
slowly, but apparently surely worming their 
way out of their troubles. It seems al- 
together likely that the ensuing five years 
wili witness a narrowing of the differences, 
in traffic, physical condition, operating effi- 
ciency and financial position, between the 
strong carriers and the weak ones. 

Railroad mileage has been at a standstill 
in this country for ten years—has, in fact, 
actually decreased. The normal increase in 
transportation requirements, despite the com- 
ing of the motor truck, has converted the 
former “overflow” roads into indispensable 
members of the national railroad system. 


The Monsoon Blows 
(Continued from page 736) 


ture. In India much of the rainfall is 
periodic. There is a dry season in the 
winter months which merges into a season of 
intense dry heat in the late spring. The 
country fairly sizzles in the sun. The for- 
eigners take to the hills or adopt every pos- 
sible scheme for cooling a parched land. 
The natives sit and suffer. But nature has 
a way of meeting this condition for when 
this great heat is at its height a steady 
strong wind sets in from the Southwest. 
It is known as the southwest “monsoon.” 


| Guarding Millions 
of Dollars 


| sys of today have within their vaults sums of money 
far greater than anything dreamed of by our grand- 
fathers. And at no time has the need for protection been 


sO great. 


Burglars arm themselves with the most up-to-date equip- 
ment, and their skill matches that of the trained mechanic. 
Mobs are ever apt to take control, and vent their wrath 
upon the bank vaults and the treasures they contain. 
York research engineers, in developing York Infusite, 
have created a metal that defies the most versatile burglar. 
The advanced construction, design and workmanship in 
York Vaults provide that extra protection which banks 
must have today. Let us give you the details. 


YORK SAFE anp LOCK COMPANY 
Factory and Principal Office 


AVAVAVAVAY 


TOR 


YORK, PA. 


The Commercial National Bank Building a 
in San Antonio and its York Vault. Phelps 
and Dewees, Architects. 


Scientists define it as a “seasonal analogue 
of the diurnal land and sea breeze.” In 
other words the hot dry season from the 
first half of March to the first half of June 
is dominated by winds from the central 
Asia plateau, the dry climate of which has 
made so much of interior Asia a desert. As 
a result of the general heating up of the 
Indian furnace during these hot months the 
cooler damp winds of the ocean and the 
coasts flow in. This cooler damp wind 
blows across the country, strikes the great 
Himalaya range of mountains, the moisture 
it bears is condensed and abundant rains 
follow. 
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Now if this wind sets in at the proper 
time crops are generally good and pros- 
perity ensues. If it starts too early the 
rains are usually insufficient; if too late 
the land is too parched and the season too 
irregular for good crops. The Monsoon, 
coming at the proper time, spells pros- 
perity and prosperity means an increased 
demand for silver, a higher price for the 
metal, more metallic food for the great 
Indian maw. Literally the blowing of a 
wind is felt round the world, controls the 
price of one of the world’s greatest prod- 
ucts. It may read like romance, but it is 
sound economics. 
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Them Have 
Banks as Large 
as The Marine 


New York 


Los Angeles Boston 


Chicago 


The United States Has 10 
Cities Larger Than Buffalo* 


New York St. Louis 
Chicago Baltimore 
Philadelphia Boston 
Detroit Pittsburgh 
Cleveland Los Angeles 


*According to 1927 
World Almanac 


Cleveland 


m™ MARINE 
TrRusT GOMPANY 


OF BUFFALO 


Resources more than $200,000,000 


§ er price of silver goes round the world 
with the sun. The chief factor in es- 
tablishing the price is the demand in China 
and India which is registered in the re- 
quirements of the bullion brokers in Shang- 
hai and Hongkong and in Bombay and Cal- 
cutta. This demand upon the brokers is 
registered later in the day in applications for 
metal to the bullion dealers in London and 
the price of the day for the world is usually 
fixed in London upon the basis of demand 
from the Far East. This London price, 
based upon oriental demand, meets Amer- 
ican supplies in New York still later in the 
day and establishes the American price for 
the day. The American price is passed on 
to Shanghai, Hongkong, Calcutta and Bom- 


bay as the basis for the next day’s transac- 
tions, thus completing the circle of the 
earth. Round and round the world this 
daily silver ring is rolled, its size and bril- 
liancy largely determined by millions of 
poverty stricken farmers on India’s plains. 
And over all blows the Indian Monsoon. 


Discouraging But Not 
Disastrous 


ILL the recommendations of the India 
Currency Commission change it all? 
Some change, perhaps, but it will be noted 
that the commission does not promise much. 
It indicates a hope that some of the great 
store of India’s silver can be drawn out of 
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unprofitable hoarding and brought into the 
use of the financial world but it is a hope 
rather than a promise. It is not easy to 
change the habits and ideas of over 300,000. 
000 people steeped in ignorance and super. 
stition. Perhaps the most that can be ex. 
pected just now is that the change may halt 
the progression in the imports of silver into 
India, and the commission may succeed jp 
its proposal to dispose of the greater part 
of the Indian government’s immense te. 
serves,. Even this much of a change yill 
have far-reaching results in lowering the 
price of silver for the production of the 
white metal has been steadily increasing for 
years, and it is probable that it will stil 
further increase. 

The time has passed when the production 
of silver rests entirely upon the operation 
of great silver mines which may be active 
or not as the owners may choose or as the 
price of the product may justify. Under 
present conditions over half of the produc. 
tion of silver is incidental to the production 
of other metals, particularly copper, lead, 
zinc and gold and the demand for these 
metals is insatiable. Some silver mines 
may cease operations, as has already been 
the case in Mexico, but silver will be pro- 
duced in large quantities whether it js 
needed or not: 


India’s Demand Important 


F India fails in its normal demand for 

the metal the inevitable result will be a 
permanent lowering of the value of silver 
unless other factors intervene. It is not 
certain that India’s demand will be perma- 
nently decreased, however, for in addition to 
the national customs which demand so much 
silver and which can be overcome only in 
considerable time if at all, the probable 
material expansion of trade and industry in 
that country is to be considered. 

On the other hand the demand for silver 
for industrial purposes and in the arts is 
constantly on the increase. It is probable 
that as normal monetary conditions are re- 
stored in Europe there will be a renewal of 
the demand for the metal for monetary 
purposes. This has already been the case 
in Belgium, Germany and Austria—the lat- 
ter coining largely for the Near East. Any 
material reduction in the price of silver is 
always met by an increased use of the 
metal in industries and arts in which its 
use at a high price is impracticable. Every 
baby may yet be born with a silver spoon 
in its mouth. 

Silver used in the arts in the United 
States and Canada in 1926 is estimated at 
33,500,000 ounces or an increase of 2,500,000 
ounces over the previous year. There 's 
especially an increase in its use in photog- 
raphy and in chemical processes, the increase 
last year over 1925 being estimated at 2) 
per cent. China’s imports of silver in 192 
are estimated at 74,000,000 ounces which 
also represents an increase. No doubt there 
will be more and rather greater fluctuations 
than usual in the price of the metal for 
some time to come but restored prosperity 
in various parts of the world may so stimu: 
late demand for silver that the metal may 
become more independent of India’s millions 
and periodic winds. The situation may be 
discouraging to silver producers but it § 
hardly disastrous. ; 
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A Legitimate Business 
(Continued from page 709) 


twelve dollars from mining stocks, which 
came from estates during a ten-year period 
and had a face value of more than $100,- 


000,000. 
Repudiated State Bonds 


HERE is one large class of collectors, 

which specializes in buying up repudi- 
ated state bonds. 

“It comes as a good deal of a shock to 
the average person to learn that fourteen of 
our states have issued bonds and then either 
repudiated them or defaulted in payments 
of interest,” Mr. Smythe remarked. “Most 
of these are the southern states, which 
have assigned as the reasons for their re- 
fusal to redeem them the fact that they were 
issued by the carpetbagger administrations 
after the Civil War. However, this does 
not account for all of the issues, by any 
means, for a number of substantial issues 
came out before 1860—to build railroads, 
provide state banks, to construct levies and 
to arm state militias. In some instances, 
the states have never permitted the holders 
to test their validity in their courts and the 
State Constitutions later enacted have for- 
bidden any payment of principal or interest 
on them. The South has no monopoly 
when it comes to failure to honor obliga- 
tions, however. One northern state de- 
faulted on bonds issued for internal im- 
provements while another repudiated more 
than $2,000,000 of railroad-aid bonds. Com- 
promises were made later by both states, 
bondholders receiving a percentage in new 
bonds in place of the defaulted ones. 

“It is the hope that the states will recog- 
nize the underlying validity of these bonds 
and recede from their former position that 
makes a good many speculative collectors 
buy up these old issues. The value attached 
to these bonds pretty well reflects the like- 
lihood of ultimate satisfaction. 

“One of the interesting groups of se- 
curities on the obsolete list is the Missouri 
War Claim Certificates. About $3,000,000 
in these certificates were issued in payment 
for services and supplies during the Civil 
War. The state has never repudiated them, 
but thus far it has been impossible to col- 
lect anything on them. Missouri has ac- 
knowledged these certificates as valid, but 
has made their payment contingent on the 
receipt of money for the purpose from the 
Federal government. ‘The Constitution, as 
enacted, makes their payment impossible un- 
til such money shall have been received 
from the United States. Congress takes the 
Position that it cannot pay this money to 
the state until Missouri shall first have paid 
out an equivalent amount upon the certifi- 
cates of indebtedness. The bondholders are 
Victims of this double responsibility—and 
are waiting in the hope that something ulti- 
mately will be done. The certificates bear 
interest. The statute of limitations does 
Not run against them, and there appears to 
be some hope. 

“It is this hope that makes a market for 
this class of securities—some of which are 
Now nearly a hundred years old.” 


173rd Dividend 


on Cities Service Common Stock 


Paid March 1, 1927 


The 173rd dividend on Cities Service Com- 
pany Common stock was paid March 1, 1927. 


Cities Service Company paid to its Common 
stockholders from January 1, 1911, to March 1, 
1927, dividends in cash and stock or the equiva- 
lent amounting to over $84,000,000. 


Dividends on Cities Service Common - stock 
are payable monthly at the annual rate of 6% 
in cash and 6% in stock. The Company is earn- 
ing, net to its Common stock and reserves, over 


22%. 


At the present price of this security, its 


dividends give you a net yield of over 8% on 


your money. 


Mail the coupon for further information 
about this investment opportunity 


Henr 
& 


GO WALL ST. 
BRANCHES IN 


HENRY L. DOHERTY 
& COMPANY 
60 Wall St., New York 


Please send me, with- 
out obligation, full in- 
formation about Cities 
Service Common stock 
and the $600,000,000 
organization behind it. 


More Early Americans 


T is no little job to keep track of the 

corporate enterprises that died in 1926— 
let alone digging up the facts about the 
mortalities of the musty, long extinct early 
Americans. 

“Just look at this!” Mr. Smythe re- 
marked, exhibiting a long, narrow booklet, 
made up of about twenty printed sheets 
of the same length as a column of type 
in a newspaper. “The hundreds of com- 
panies listed here are merely those officially 
declared dead last year by the state of 
Delaware. Multiply this by about half the 
number. of states—and you'll get some idea 


herty 


NEW YORK 
PRINCIPAL CITIES 


(106C-22) 


of how the supply of worthless securities 
enlarges from year to year. And what a 
duplication of names! I have come across 
more than twenty-five Bonanza Mining Com- 
panies, fully thirty different Eureka Mining 
Companies and a host of Mammoths, Bul- 
lions, Aetna, Grey Eagles, Keystones and 
so forth. And, really one of the most per- 
plexing features about looking up securities 
is that the home office of a company issu- 
ing stocks and bonds is generally not given 
on the certificates. 

“My experience proves how carefully one 
must examine what is back of the security 
—the name does not necessarily mean any- 
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MIDLAND BANK 


FREDERICK HYDE 


LIMITED 
Chairman: 
THE RIGHT HON. R. McKENNA 
Joint Managing Directors : 
EDGAR W. WOOLLEY 


Statement of Condition 


Cash in hand 
Money at Call 


Investments 


Advances 


Capital Paid up ec ee ee 


Surplus ee 
Deposits ee 


Acceptances and Engagements 


Bills Discounted ee ee ee ee 


December 31st, 1926 


RESOURCES $5 = 21 


and Due from Banks .. $356,082,679°77 
and Short Notice «> 113,934,258-15 

ee ee ee ee 194,267,910-75 
233,721,560-10 
ee ee 1,002,299,963-73 


Liabilities of Customers for Acceptances 
and Engagements ee ee oe 


Bank Premises oe 
Investments in Affiliations 


185,327,225-96 
34,682,873°21 
32,469,045-75 
2,152,785,517°42 
LIABILITIES 
63,328,990-00 
63,328,990-00 
1,840,800,311-46 
185,327,225-96 


2,152,785,517-42 


ee ee oe 


ee ee ee 


Together with its affiliations the Midland Bank operates 2360 
branches in Great Britain and Northern Ireland, and has offices in 
the Atlantic Liners Aquitania, Berengaria and Mauretania. The 
Foreign Branch Office at 196 Piccadilly, London, is specially 
equipped for the use and convenience of American visitors in London. 


HEAD OFFICE : 


5 THREADNEEDLE STREET, LONDON, E.C. 2, ENGLAND 


L.M.S. Railway 


. Euston Station & St. Pancras Station 


See the Washington Country 
This Year 


ULGRAVE MANOR, the ancestral home of the 
Washington family, is a beautiful old Tudor mansion 
standing in a trim garden in the heart of the hunting 


counties. Sulgrave Manor’s gray, weathered gables, 
mullioned windows and sombre oak-panelled rooms have 
stood for more than three centuries. In the South porch 
are the Washington arms—the origin of the Stars and 
Stripes. In ancient Sulgrave Church are the Washington 
memorial brasses, the Washington pew and a massive 
treasure chest, used for keeping the church’s valuables in 
the days when safe deposits were unknown. 


Northampton is the centre for the Washington Country. 
Motor coaches take you from there to Sulgrave Manor and 
other places of interest. Northampton is only 14 hours 
from London (Euston Station) in the luxurious express 
trains of the London Midland and Scottish Railway. 

For advice and literature about travel in England, Ireland, Scotland 
and Wales, apply to John Fairman, L.M.S. Agent, 200 Fifth 


Avenue, New York; S. J. Sharp, 86 Yonge Street, Toronto; 
or any office of Thomas Cook Son. 


. London 


thing. There is just as much difference 
between stocks and bonds as there is in 
people—except that a security may die and 


later come to life. That one possibility 
seems to fascinate those who collect obso- 
lete and unknown stocks and bonds.” 
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Iowa Bankers 
(Continued from page 730) 


a higher rate, they would be presumed in 
the eyes of the law as having waived the 
right of preference in case of liquidation 
or receivership, and will be classed among 
the general creditors. 

The bankers urge the legislature to lower 
the rate of interest required on public funds 
from 2% to 2 per cent. 


Tightening Up the Laws That 
Affect Borrowers 


re is urged to enact a special law that 
will punish all who make false statements 
to obtain property or credit. The uniform 
law as recommended by the American Bank- 
ers Association is proposed. 

An amendment to put teeth in the exist- 
ing law which deals with the embezzlement 
of mortgage property is sought, as the ex- 
periences of the past three or four years 
have proved that it is comparatively easy 
for unscrupulous persons to sell, conceal 
or remove property covered by a chattel 
mortgage or conditional bill of sale, and get 
away with it. 


Helping Bank Clearings 


AS the acceptability of bank drafts in 
clearings has been impaired by the 
opinion of the Supreme Court of Iowa, that 
bank drafts can have no preference in case 
of insolvency on the part of the institution 
putting them in circulation, the legislature 
is asked to prescribe that when any draft 
is issued or drawn against actually exist- 
ing values by any state bank prior to its 
failure or closing, and given in payment of 
clearings only, it shall be a preferred claim 
and thus rank ahead of all other creditors. 
This would make bank drafts preferred 
claims when given for collection items. 

To prevent an embarrassment of one bank 
in a chain system from spreading to the 
other institutions, it is proposed that all 
chain or affiliated banking institutions be 
prohibited from carrying on deposit with 
each other more than 50 per cent of their 
own legal reserve. 

To aid the growing trust business, the 
legislature is asked to grant perpetual char- 
ters to state banks, savings banks and trust 
companies doing a fiduciary business. 


A Resident Examiner Who 
Knows the Community 


| arenes the national standpoint, the most 
interesting proposal is that which would 
set up a state-wide system of clearing house 
examination as a means of providing other 
safeguards than those contained in the stat- 
utes from bank disasters. 

The plan calls for dividing Iowa into not 
less than eleven District Banking Associa- 
tions. So that there may be rigid, close 
and familiar examination, it is provided that 
there may not be more than 80 banks i 
any district. These associations would be 
placed under the administration and direc- 
tion of the state superintendent and the state 
banking board. 

National banks and private banks are to 
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be permitted to join if they conform to the 
rules and regulations prescribed by the dis- 
trict association and by the state supervisory 
organization. 

Due to the realization that the immediate 
and direct administration of the affairs of 
a District Banking Association should be 
handled by a local banker, the plan contem- 
plates that the member banks shall select a 
board of directors, which in turn would 
designate a chairman and such officers as 
are deemed necessary. To tie up and asso- 
ciate the bankers themselves in a close mu- 
tual cooperative manner, it is proposed that 
the presidents of the county bankers asso- 
ciations, many of which have been estab- 
lished for a number of years, would com- 
pose a district advisory committee to serve 
under provisions to be prescribed by the 
state superintendent and the state banking 
board. The chairmen of the several Dis- 
trict Bankers Associations are to constitute 
the State Advisory Committee for the 
Superintendent of Banking and the State 
Banking Board. 


Fines for Violations 


i District Banking Associations would 
be empowered to revoke memberships 
for violations of the rules and regulations, 
duly adopted by the member banks, but any 
aggrieved bank would have the right to 
appeal to the superintendent of banking 
and the state banking board. Under the 
plan, a member bank would not only be 
subject to dismissal, but to a fine prescribed 
by the district banking association under 
authority from the state supervisor. To 
insure the payment of all penalties levied 
or assessed against the members, and for 
proper deportment during their membership 
in the associations, the banks would be re- 
quired to put up a good and sufficient bond 
of some form agreeable to the superintend- 
ent and the banking board. 

The key to the whole plan is the clearing 
house examiner. - While he would be re- 
quired to meet the same qualifications as 
bank examiners employed by the banking 
department, he would become the resident 
examiner. Staying in the one district, he 
would become very familiar with the bank- 
ing conditions of the district. Having 
nothing else to do except scrutinize the 
banking practices of the community, the 
bankers emphasized that he would have 
ample time for the examinations and would 
not be hurried in making them. 

Furthermore, the setting up of the dis- 
trict associations would provide the most 
complete credit file on bank borrowers, so 
that duplicate borrowers could be imme- 
diately spotted. Credit information would 
be immediately and directly available to 
every member bank, and, through the ex- 
change of this information between the vari- 
ous district associations, banks might get 
data on borrowers who move from one sec- 
tion of the state to another. 

All of these suggested changes have been 
laid before the Iowa legislature, as a way 
of improving the banking situation from the 
ground up. What} will be done is a matter 
of speculation. There is agitation in the 
state for the guaranty of bank deposits, 
the law to be patterned after the system 
in force in Nebraska, but this is naturally 
opposed by the bankers’ association. 


@)ELECTED BY BANKS NATION-WIDE 
for PRIME SHORT-TERM INVESTMENT 


Maturities 2 to 12 months. 
Customary 10-day Option. 
Checkings in any Financial Center. 
Complete Credit Data on Request. 


ALWAYS MOST CONSERVATIVE 


Industrial 
Acceptance 
Corporation 


FINANCING STUDEBAKER 


DEALERS EXCLUSIVELY 


Collateral Trust 
Gold Notes 


(THE NATIONAL CITY BANK OF NEW YORK, Trusts) 


CWI 


Executive Offices 
IOO EAST 42ND STREET, NEW YORK 


Commercial Paper Offices 


NEW YORK +7 CHICAGO +7 


SAN FRANCISCO 


ST. LOUIS 7 


MINNEAPOLIS 
DALLAS 


Taxation of Banks and Farms 
(Continued from page 715) 


would like to pay on income only. Many of 
them would have had little or no tax to pay 
of late years if their state and local taxes 
had been based upon income. At first 
thought one is likely to say that the taxa- 
tion of farms according to income would be 
only fair, but practically there are difficul- 
ties. Many farmers now keep in pasture 
or woods land that ought to be plowed. 
Sometimes this is because the farmer is 
getting on in years; sometimes there are 
other reasons: the women folks may not like 
to cook for harvest hands, or the farmer 
may fear marketing difficulties. To estab- 


_lish a system where land taxes could be 


avoided or minimized by less productive use 
of the soil would never do. 

What would an ideal system of state 
and local taxation be? In some states 
the citizens, even including the farmers and 
bankers, are reasonably satisfied now. Those 
states should probably keep the systems they 
have. Absolute equality and justice in taxa- 
tion will never be attained—nobody has yet 
even defined what they would be; and a 
state where taxpayers are content had bet- 
ter not experiment with its tax laws, eve.: 
in a search for social justice. 

In 1918 a committee of the National Tax 
Association reported a plan for a model sys- 
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SHORT TERM INVESTMENTS FOR BANKS 


Our short. term obligations have 
been» purchased by more than five 
thousand banks in the, United States. 


GENERAL MOTORS 
ACCEPTANCE CORPORATION 


Executive Office » 25O WEST §7™ STREET + New York City 
Capital, Surplus © Undivided 


Profits 


$36, 428,000.00 


WE underwrite and distribute Public 
Utility, Industrial and Municipal Bonds. 


Special service to Banks in bonds 


for investment or re-sale. 


Full details on request. 


A.C.ALLYN*» COMPANY 


Incorporated 


67 West. Monroe St. 


New York Boston 
St. Louis Milwaukee 


tem of state and local taxation. (Of the 
$8,173,000,000 of taxes collected in the 
United States in 1925, $5,103,000,000, 62 
per cent, was for state and local purposes. 
The percentage had grown from 57 per cent 
in 1921.) The committee favored three 
main taxes used together—a personal income 
tax, a tax on tangible realty and personalty, 
and a business tax, which would amount in 
practice to an income tax on firms and cor- 
porations. There is, of course, nothing new 
about the state income tax except its appli- 
cation to banks. Virginia established such 
a tax in 1843. The Wisconsin system is the 


CHICAGO Phone Randolph 6340 


Philadelphia Detroit 
Minneapolis San Francisco 


next oldest, dating only from 1911. A dozen 
or so states have followed up to 1924, the 
number so classified depending on whether 
the levies of certain states are classed as 
income taxes or excises. It is not always 
easy to distinguish. A clear account of 
“State Income Taxation” is contained in 
a fifty-page pamphlet with that title by 
Lionel D. Edie and Charles R. Metzger, 
published by the Bureau of Business Re- 
search, Indiana University, Bloomington. 
There are all sorts of diversities in rates 
and methods. In most states all collections 
are retained for state purposes. 


In New . 


Abril, 


Hampshire the tax is redistributed to the 
localities where collected. In some states 
it is divided between localities and the 
state; Wisconsin allocates 40 per cent to the 
state, 10 per cent to the county and 50 per 
cent to the locality where collected. In Wis. 
consin a serious effort is being made now 
to put banks upon the income tax basis 
Now that Congress has opened the way, 
more states ought to welcome the opportu. 
nity to establish this just plan of bank taxa- 
tion and so avoid the litigation that banks 


. in so many states will otherwise be com- 


pelled to undertake to overcome the injys- 
tice of unequal assessments under the gen- 
eral property tax. 

The state income tax seems to work fairly 
well in most of the states that have adopted 
it. It seems to require centralized admin- 
istration for really good results, because 
local authorities seldom have the training or 
the organization necessary to the efficient 
determination of incomes and the collection 
of taxes on them. 

The writer has found reluctance in two 
or three states to consider the establishment 
of an income tax for fear that industries 
would then locate elsewhere. No state wants 
to handicap itself in business competition, 

But if the advantages evident in the in- 
come tax from many points of view should 
lead many states to adopt it, there would be 
no question between them of advantage or 
disadvantage by reason of their tax sys- 
tems. 


Strong Points of Income Tax 


HE chief argument for the income tax is, 

of course, its equality. Another is its flexi- 
bility. More readily than any other tax, it 
can be adjusted to the varying requirements 
of the public service. The British are ex- 
perts with it, as they are with most things 
financial. “A penny or two in the pound” 
on or off the tax is their way of meeting 
deficient or redundant revenues. In the 
United States the growing needs of our 
state and local governments fall dispropor- 
tionately upon the two classes, farmers and 
bankers. 

Henry George, and many sincere follow- 
ers of his, taught that the rental value of 
land, exclusive of improvements, would be 
a sufficient tax base alone. The World War, 
with its terrific increase in government 
spending, has shown their error. The war 
could never have been fought if its sudden 
financial requirements had fallen upon one 
class alone. All had to do their bit, the 
real estate owner, the salaried man and big 
business. On the whole, there was efli- 
ciency in raising the vast taxes required, 
and, on the whole, less complaint than any- 
one could have expected. It was the use 
of the principle of raising revenue from and 
according to earnings that filled the gap 
the nation’s revenues. 

All of us, bankers and farmers, are learn- 
ing that the old general property tax sys- 
tem has been too long an incitement to eva- 
sion, a penalty for success and a brake on 
progress. As the states one by one look for 
substitutes or supplements, will they not 
wisely use the income tax to pay for am 
increasing part of the services our commu- 
nities provide for us all? 


774 

| in 
regio’ 
more, 
than 
A 
“Con 
cent 
bank 
lobbi 
facil 
“ 
trons 
bank 
port 
“F 
use 
will 
by t 
| busi 
stant 
| tron 
Nev 
dow 
| plex 
men 
tion. 
“Ty 
fusit 
ame: 
som 
refu 
for 
doit 
tror 
qua 
day 
is f 
not 
plus 
abo 
S 
peri 
Cle 
that 
awe 
ble 
— he 
fro 
| Du 
Ba 
enc 
3 in 
self 
ple, 
| can 
imy 
wil 
apa 
wh 
unt 
niz 
the 
wh 


AMERICAN BANKERS ASSOCIATION JOURNAL 


775 


April, 1927 


Want A Well Run Bank? 


(Continued from page 747) 


in sounding the keynote of the Central 
regional conference at Cleveland. Further- 
more, it is more economical to be efficient 
than it is to be inefficient, he said. 

A few high points of his address were: 
“Convenience represents about 33 1/3 per 
cent of efficient service. Convenience in 
tank location, plus conveniently arranged 
lobbies, with ample desk space and writing 
facilities. 

“Nothing adds to the convenience of pa- 
trons like plenty of signs—and yet most 
banks pay very little attention to their im- 
portance. 

“Ffficient service includes an economical 
yse of the customer’s time. More people 
will determine the efficiency of your service 
by the time it takes them to complete their 
business at your desk than any other one 
standard of measurement. Never keep pa- 
trons waiting unnecessarily. 

“Be prompt to volunteer your services. 
Never permit patrons to wander up and 
down your corridors; confused and _per- 
plexed as to the proper window or depart- 
ment to which they should apply for atten- 
tion. 

“Be explicit and give a reason when re- 
fusing to grant a favor. Most people are 
amenable to reason, so in order to clear the 
atmosphere the next time you have to deny 
some customer a favor, accompany your 
refusal with a few words of explanation. 

“When telling patrons to make out certain 
forms, call attention to the advantage of 
doing so. 

“There should be no favorites—no pa- 
trons who receive special privileges, but the 
quality of the service should be uniform, 
day after day. 

“The public is responding to a service that 
is friendly, helpful and courteous. They are 
not so much concerned about capital, sur- 
plus and undivided profits as they are 
about what a bank can do for them.” 
Savings is the backbone of industrial pros- 
periiy, Harris Creech, president of the 
Cleveland Trust Company, said. The funds 
that the millions of individuals have put 
away in the savings banks have made possi- 
ble the greatness of American industries, 
he said. 

American banking must be interpreted 
from the outlook of 117,000,000 people, Alex 
Dunbar, vice-president and cashier of the 
Bank of Pittsburgh N. A., told the confer- 
ence in discussing the human side of savings. 
“More and more, as the country grows 
in population, does our business weave it- 
self into the everyday life of everyday peo- 
ple”” Mr. Dunbar said. “Until we bankers 
tan apprehend the motivating thoughts and 
impulses of run-of-mind citizenry, so long 
will our profession be regarded as a thing 
apart, much like the dentist—be visited only 
when stern necessity demands.” 


Bank Costs Up 


THERE is no solution for the problem of 
the declining percentage in bank profits 
wntil the public at large is taught to recog- 
nize that the service which it receives at 
the bank is something that has a value for 
which it should pay, Charles H. Mylander, 


secretary of the Ohio Bankers Association, 
said. 

Analyzing the figures for both state and 
national banks in Ohio, Mr.’ Mylander re- 
vealed that the increase in the expense of 
operation—rather than the payment of more 
interest on deposits or the sustaining of 
larger losses—is the real reason for the 
smaller profits. While the net profits of 


state banks for 1925 were 2 per cent les» 


than for 1917, he reported that interest on 
deposits had taken 5 per cent less; losses 
were 2.5 per cent lower and taxes were only 
1.5 per cent more. Salaries increased 6.66 
per cent, while other expenses jumped from 
9.79 per cent of the gross earnings to 11.40 
per cent of the gross earnings. 

National banks in Ohio had a similar 
experience. During the nine-year period, 
interest increased 1.94 per cent, taxes 0.44 
per cent, salaries 5.11 per cent and other 
expenses 1.24 per cent. Losses were 1.06 
per cent less in 1926 than in 1917—so the 
net reduction in profits was 7.57 per cent 
less of the gross in 1926 than in 1917. 


Real Time Deposits 


HE public has a wrong conception of 

what constitutes legitimate time deposits, 
Walter H. Johnson, Jr., vice-president of the 
Marine Trust Company of Buffalo, told the 
conference,’ and as the result commercial 
banks are suffering accordingly. 

“Based upon the permanence of the ac- 
count and the amount of service the depositor 
expects, I believe a just distinction may be 
made in the amount of interest the present 
so-called time deposits of a commercial bank 
are entitled to receive,” Mr. Johnson said. 
“T believe there is a distinction which war- 
rants a reduction by commercial banks in 
this interest rate to 3 per cent on certain of 
this business. 

“The genuine savings account is virtually 
an investment, remaining the same over 
long periods of time—and is justly entitled 
to the maximum rate of, say, 4 per cent.” 

“When it comes to determining the value 
of mercantile property, the only safe way 
is.to plan on the income that the property 
will safely produce, both in the present and 
the future,” B. H. Manning, vice-president 
of the Union Trust Company of Cleveland, 
said in discussing appraisals and changing 
property values. “An overproduction or 
an under supply of a certain type of build- 
ings in the vicinity is another important 
factor to effect value. There is at this time, 
in large cities of the United States, an over- 
production of certain types of improve- 
ments,” he said. 

“Tt is my opinion,” he observed, “that 
building values are not going upward, that 
the general efficiency of the building trade, 
the study carried on toward the elimination 
of waste, will reduce building costs.” 

There is absolutely no comparison as a 
matter of business efficiency between the 
method of pen and ink and the recording 
of transactions by machine, George Wright, 
assistant secretary of the Bowery Savings 
Bank, New York said in discussing the use 
of machines for recording depositor-’ trans- 
actions on ledger cards and passbooks. 


Empire 


Bonds 


Give 
Guaranteed Safety 
and Pay 6% 


Every Empire issue 
iscreated upon thisset 


of fixed standards: 


— Guaranteed by one 
or more strong surety 
companies. 


— Legal for trust funds. 


— Independently trus- 
teed by a large bank 
or trust company. 


— Secured by a closed 
first mortgage on in- 
come-earning real 
estate in leading 
American cities. 


— Yield 6%. 


Make these strict require- 
ments your own invest- 
ment standard. 


Empire Bond & Mortgage Corporation 
National City Building 
42nd Street at Madison Avenue, New York 


Federal 
Collateral Gold Bonds 


Federal Bonds are recommended for safety and 
assured income. 

Guaranteed by the National Surety Company. 
Price 100. 


Descriptive Folder Neo. 20 upon request 


R. H. ARNOLD CO., Fiscal Aquat 
120 Broadway Est. 1895. New York 


FOREIGN MONEY 
FOR 


TRAVELERS 


Write for information 


Guttag Bros. 
16 Exchange Place New York 


|__| 
| 
the 
= 
the 
the 
per 
is- 
w 
sis, 
ay, 
&rtu- 
Xa- 
nks 
om- 
jus- 
en- 
irly 
ted 
in- 
use 
or 
ent 
ion 
wo 
ent 
ies 
nts 
in- 
uld 
be 
or 
ys- 
is, 
Xi- 
it 
nts 
igs 
ng 
he 
ur 
or- 
nd 
W- 
of 
be 
ar, 
nt 
ar 
en 
ne 
e 
ig 
d, 
se 
d 
in 
yn 
or 
ot 
in 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Bank Advertising 
on the Eve 


of a New Day 


ANKS with resources of over 
ONE BILLION DOLLARS 
adopted Harvey Blodgett’s 
Dollar-Education Plan within 
ninety days from its -introduc- 
tion. 


Banks which have already in- 
augurated the plan experienced 
an immediate response from the 
public, transcending their expec- 
tations and ours. 


Now a demonstrated success. 
Not a sporadic publicity stunt. 
Not “another advertising 
scheme.” A sensible, economical 
plan, based on sound logic; the 
crystallization of Mr. Blodgett’s 
long experience. No mailing 
lists; no waste distribution. Less 
trouble to operate than a Christ- 
mas Club and infinitely more 
far-reaching in scope. Peculiarly 
fitted to the “new American 


“Destined to revolutionize 
bank advertising methods,” 
says one of the best known 
banker-advertisers. 


We will send a copy of the cur- 
rent “Dollar Education News,” 
and explain the Plan to any bank 
official who is genuinely inter- 
ested. 


Harvey Blodgett 
Company 


University and Wheeler Avenues 
ST. PAUL 


TT? 49038 uy 


yuvg 


soareH 
TIM 


d 


The C.L.DOWNEY CO. 


941-943 CLARK ST 
CINCINNATI, OHIO 


The adoption of the unit system of han- 
dling depositors will reduce the amount of 
cash that a commercial bank must carry 
from 25 to 50 per cent, according to the 
estimate made by Louis C. George, assistant 
cashier of the Fifth-Third-Union Trust 
Company of Cincinnati. Where the dual 
system is in tse, there is a duplication of 
effort. 

The way to cut advertising costs is by 
getting more advertising value for the dol- 
lar invested rather than by reducing costs 
through economy in buying, J. M. Case, 
manager of the Business Extension Depart- 
ment of the Dime Savings Bank of Detroit, 
told the conference on advertising. 

Selling in its largest sense is coming into 
banking, C. H. Handerson, president of the 
National Financial Advertisers’ Association 
and publicity manager of the Union Trust 
Company of Cleveland, said. More atten- 
tion should be paid to the directive effort 
of bank advertising and the merchandising 
of bank services should be promoted in the 
same terms that the public thinks in. If 
the banker desires to get results, he can- 
not merely employ an outside firm to do 
his promotional thinking for him and thus 
pass the whole burden of being the mouth- 
piece for his institution to this outsider. He 
must think with the man who directs his 
advertising and give him the benefit of his 
operative knowledge of banking. 

As advertising is an interpretive and not 
a creative service, it cannot produce results 
if it is superior to the service it is seek- 
ing to sell, J. A. Price, advertising man- 
ager of the People’s Savings and Trust 
Company of Pittsburgh, said. 

That sense of security to the depositor 
that comes with the adequate, dignified bank 
building cannot be overestimated and should 
not be overlooked, Byron Dalton, a Cleve- 
land bank architect, told the conference. If 
a bank has an old and unattractive building, 
and is showing an increase in its business, 
this gain is being made in spite of the build- 
ing and must be due to the personnel of the 
staff and no competition, he said. 

“If you have any doubt at all about the 
building being a worth-while asset,” he 
said, “it is a very simple matter to take 
any bank that has built itself a much-needed 
new home in the last few years and plot 
its resources from its beginning and watch 
the curve after announcing its intentions to 
build and immediately moving in.” 


Special Purpose Savings 


ITCHING special purpose to a savings 
plan is but a testimonial to merchandis- 
ers of bank service, and experience has 
shown that they do pay, Robert J. Izant, 
manager of the business extension depart- 
ment of the Central National Bank, said. 
The plan back of these special purpose sav- 
ings clubs, from the bank’s viewpoint, is that 
of increasing deposits through interesting de- 
positors in becoming the owners of grow- 
ing reserve funds. If these clubs are not 
yielding the bank a money profit, the cause 
does not lie in the plan or in the public 
estimate of it, but rather in the bank’s in- 
ability to capitalize an opportunity, Mr. 
Izant said. 
The drive method of securing new busi- 
ness produces results, E. A. Hintz, cashier 
of the People’s Trust and Savings Bank of 
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Chicago, said. Having tried both the Steady 
pull method as well as the short drive he 
reported that his bank was completely sold 
on the idea of a ninety-day drive every year 
as well as the value of a constant, well. 
organized employee effort to secure new 
business. 

School savings is a long-swing investmen, 
for the banker who is looking to the future 
Kline L. Roberts, vice-president of the Citi. 
zens’ Trust and Savings Bank of Colum. 
bus, Ohio, said. Having concluded that alj 
the operating experience of other cities jn. 
dicated it could be worked out satisfac. 
torily only as a ten year investment and 
as a one bank proposition, Mr. Roberts 
related that his bank walked into a $40,000) 
cost of installation with its eyes open, be 
lieving that the effort could not pay for 
itself in less than six years and probably 
not for ten years. Starting out in 1923 
the total of deposits is now $360,000, and the 
bank expects to reach the first million jn 
school savings about 1932, when it is antici- 
pated that the department will take care of 
itself nicely. 

A budget department will not reform the 
world or banish waste, but the insistent, 
consistent and everlasting broadcasting of 
sound, economic thought is bound to bring 
results, Sarah MacLeod, director of the 
Home Economics Bureau of the Society 
for Savings in Cleveland, said in summing 
up what the household budget plan can do, 


The Mid-West Conference 


How much longer the savings banks will 
be universally regarded as champions 
of home ownership will depend in a large 
degree on how quickly they get into the 
business of making installment loans to 
home builders, President Morehouse told the 
Midwest Regional Savings Conference at 
St. Louis. 

The use of the proper kind of literature 
will enable banks to increase their savings 
deposits, E. E. McCleish, president of 
William Elliott Graves, Inc., of Chicago, 
said in discussing this subject, while Fred 
W. Ellsworth, vice-president of the Hi- 
bernia Bank and Trust Company of New 
Orleans related how the development of the 
bank personnel is the most potent means 
of building. up a new record in the volume 
of savings. 

For a banker to buy advertising intelli- 
gently, he must have a definite goal of ac- 
complishment and must be able to analyze 
the advertising plans offered him with the 
thought in mind always as to whether they 
will advance his program toward the goal 
he has set and as to their relative worth 
in comparison with other advertising as a 
medium for accomplishing that end, C. H. 
Wetterau, vice-president of the American 
National Bank of Nashville, Tenn., said in 
discussing paid space and other advertising. 

The savings bank must use the most effec- 
tive methods or it will fall behind in the 
competition for the savings of the people, 
Rome C. Stephenson, president of the St. 
Joseph Loan and Trust Company of South 
Bend, Ind. told the Mid-West Regional 
Savings Conference at St. Louis. The 
strides that have been made by the build 
ing and loan associations are impressive, 
Mr. Stephenson said, but there is nothing 
that can replace in the needs of the aver- 


776 
ag 
in 
ne 
wi 
sis 
m 
‘ ba 
ou 
ir 
av 
sp 
Ei 
Ca 
ou 
of 
us 
th 
. m 
a 
in 
vi 
ti 
ci 
as 
N 
l 
a 
tempo. ly 
4 sI 
b 
t 
i 
I 
: I 
t 
1 
\ 
Red Windows 
sive ease of visibility 
oie 
o 
te 
—| 


April, 1927 


age man the possession of a savings account 
in the bank. 

The most important means of developing 
new business is through personal contacts 
within the bank, John W. Rubecamp, as- 
sistant cashier of the Illinois Merchants’ 
Trust Company of Chicago, said. There is 
more good new business right under the 
bank’s own roof than it can possibly get 
outside, he observed. The endless chain of 
friends is the most efficient instrument 
available, although there is much merit in the 
special methods of procuring new business. 
Each should be considered from five stand- 
points : analysis of the possibilities, organ- 
ization, operation, cost and profit. 

Fashions have changed in savings, Mrs. 
L. D. Sultzer, savings manager of the Mer- 
cantile Trust Company of St. Louis, pointed 
out with the large increase in the number 
of security holders and the more extensive 
use of special purpose plans. 

The encouragement of school savings on 
the part of the bankers may not bring im- 
mediate returns to the banks, but it is doing 
a great work in instilling the habit of thrift 
in the growing generation, Paul S. Abt, 
vice-president of the Southern Illinois Na- 
tional Bank of East St. Louis, IIl., stated. 

The practical details in organizing and 
building a savings department in the small 
city were reviewed by Arthur R. Cooney, 
assistant vice-president of the Texarkana 
National Bank of Texarkana, Tex. He 
laid emphasis on the adoption of rules for 
a savings department that would be as near- 
ly permanent as possible, and on the in- 
sistence of positive accuracy in the pass- 
book record of the account. 


Seven Influences Taking Savings 
from Banks 


AVINGS bankers’ methods that are “a 

bit antiquated and redolent of moth 
balls” must be replaced by sales methods 
that are in step with the kaleidoscopic change 
in the business world, Gaylord S. Morse, 
assistant cashier of the State Bank of Chi- 
cago, stated in emphasizing the need for 
bankers getting “the merchandising mind.” 

Prospective savers are not seeking the 
banks, so the banks must necessarily seek 
the savers, Noble R. Jones, savings man- 
ager of the First National Bank in St. 
Louis, declared. During the past four years 
more than $25,000,000,000 has been invested 
in the various security issues, and 90 per 
cent of these investors have come from the 
middle and lower classes, Mr. Jones said. 
lf the banks are to compete with those sell- 
ing securities as an outlet for savings funds, 
they must resort to effective advertising 
with frank, honest, human interest appeals, 
he concluded. 

In discussing the dilemma of thrift, F. S. 
Wettack, cashier of the First National Bank 
of Coffeyville, Kan., said that, despite the 
endless effort of philosophers throughout all 
the ages to inculcate the wisdom of sav- 
ing in the mind of the people, it had met 
with failure. “If all property were equally 
divided among mankind and all human be- 
ings were lined up to a new start in a 
Position of moderate economic independence, 
in six months there would be the same 
Problem of the thriftless.” 

The only way of effecting a remedy for 
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The New England 
Bank for Bankers 


EPOSITS by other banks in 


the 


National Shawmut of 


Boston were over $30,000,000 last 


year. 


This is striking evidence of 


Shawmut’s success in serving bank- 
ers throughout the United States. 
We can also serve you notably well 


in New England. May we? 


THE 


NATIONAL 


Shawmut Bank 


Boston, Mass. 


Add Safety to Profit 


The McFadden Act opens the doors to a 


larger income from mortgage investments. 


Follow the example of the Life Insurance 
Companies and require Title Insurance. 


We insure titles anywhere in the United 


States. 


NEW YORK 


TITLE AND MORTGAGE 


COMPANY 


Capital Funds over $40,000,000 
135 Broadway, New York 
TITLE INSURANCE ANYWHERE IN THE UNITED STATES 


the billion dollar a year loss that the Ameri- 
can people sustain through buying worth- 
less securities is by educating the victims 
and giving pitiless publicity to the crooked 
stock promoters, H. W. Riehl, manager of 
the Better Business Bureau of St. Louis, 
said. 


Of Course, They Will 


HE executive officer of a bank in send- 

ing in a subscription for a group of his 
associates specified that in each case the 
subscription should be entered in the name 
of “Mr. and Mrs.” 


CK OF NEW YO 


“We assume there is no objection to hav- 
ing the JourNAL addressed to the gentlemen 
and their wives,” he wrote. 

“In some of the cases, at least, the wives 
will take an interest in the contents of the 
JouRNAL, as well as their husbands.” 

Of course there is no objection. On the 
contrary, we think it is a master stroke of 
tact, for many wives are their husbands’ 
best counsellors and advisers, and in every 
copy of the magazine there are many things 
the wife of a banker will take real interest 
in reading. 


777 
teady 
e, he 
sold 
year 
well. 
new | 
| 
men | 
ture, | 
Citi. 
| 
at all | 
In- 
sfac- | 
and | 
dberts 
| 
be- 
for | 
1923, | 
in 
ntici- 
of 
n the 
bring 
the 
iety 
ing 
Send 
for 
will this 
pions 
yori 
» the 
d the | 
€ at Tite 4 
| 
of | 
480, 
Fred i — 
Hi- 
New 
the 
alyze | 
° | | SECURE AS THE BEDRO 
they 
orth 
as a 
ican 
d in 
sing. 
the 
ople, 
St. 
outh 
onal 
The 
ild- 
sive, 
ing 
ver- 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Your Bank Should Have the Latest 
Abbott Coin Counting Machine— 
Welt Give You a Liberal Allowance 
for Your Old One— 


Model No. 2—$175.00 


Will Count and Package Pennies, 
Nickels, Dimes, Quarters and 
Halves. Can be set to lock auto- 
matically when 20, 25, 30, 40 or 
50 coins have been counted, or 
will count indefinitely into a bag. 


For 15 years Abbott Coin 
Counting Machines have 
given satisfactory service. 
This new model offers im- 
provements that increase effi- 
ciency. We will send one by 
prepaid express on ten days’ 
free trial. If not fully up to 
your requirements return it 
at our expense. If you keep 
it we'll make a liberal allow- 
ance for your old machine. 


Write us today for further particulars. 
Your bank deserves the new model. 


ABBOTT COIN f 
COUNTER COMPANY | j 


143rd Street and Wales Avenue 
New York 


The Value 


of a 


Human Life 


Is greater than 
the cost of protection 


A holdup in your bank may result in the loss of life— 
which no insurance can replace. 


Almost anyone will agree that a life is of more value than the cost of adequate 
protection. 


Preparedness is the best way to avoid an attack by bandits, and, today, thoughtful 
bankers are investing their protection expenditures in— 


It protects life as well as money in time of daylight holdups. 


Have you read the booklet on modern protection, 
“Beating the Bandit?” A copy will be sent you 


Tested and by the Underwriters’ Labora- 
without obligation. Write to— 


tories, it affords a reduction in your insurance cost. 
Let us tell you more about this modern protection. 


FEDERAL LABORATORIES, Inc. 
Pittsburgh, Pa. 


Philadelphia, Cleveland, Toledo, Chicago, Sapo, Detroit, Minneapolis, Kansas City, 
St. Louis, Denver and Toro’ 


1631 Liberty Avenue 
Branch Offices in New York, 
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Stephen I. Miller 


Degree Conferred 


> distinguished service in the field 

education,” the University of 
Southern California, located at Los Ange- 
les, on March 18, conferred the honorary 
degree of Doctor of Laws upon Stephen I. 
Miller, National Educational Director of 
the American Institute of Banking. 

The conferring of the degree was made 
the occasion of recognizing and emphasiz- 
ing the importance of the educational work 
carried on by the American Institute of 
Banking as an outstanding feature of adult 
education. 

“Deep .and continued interest in wide- 
spread education on the part of the Ameri- 
can Bankers Association and the American 
Institute of Banking has been a source of 
assistance and inspiration to great masses 
of people,” said Dr. R. B. Von KleinSmid, 
president of the university, in conferring 
the degree. “In public recognition of this 
work, dating over twenty years, the Uni- 
versity of Southern California dedicated 
this day as Bankers’ Day, so that the Pa- 
cific Southwest might be apprised of the 
academic service rendered by these organ- 
izations.” 

The American Institute of Banking, a 
part of the American Bankers Association, 
carries on a work whose magnitude and im- 
portance it is sometimes difficult, even for 
those engaged in banking, to adequately 
comprehend. The Institute has 59,000 mem- 
bers, and in its classes, which extend from 
coast to coast, 37,000 persons are enrolled 
John H. Puelicher, president of the Mar- 
shall and Ilsley Bank of Milwaukee, and 
former President of the American Bankers 
Association, and who organized the first 
chapter of the Institute in Milwaukee 
twenty-five years ago, delivered the Bank- 
ers’ Day address, in the course of which 
he said: 

“Adult education—slowly evolving from 
crude beginnings, feeling its way, steadily 
improving its methods and raising its stand- 
ards of education—this has been the force 
that has made over banking into a profes- 
sion where all have equal opportunity. Now 
the humblest employee has the chance of 
rising to the highest position. In honor- 
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ing the national educational director, the 
University of Southern California is honor- 
ing the entire movement, and is demon- 
strating the closer fellowship between the 
universities, the government and business, 
which is an encouraging feature of the pres- 
ent day.” 

A feature of the Bankers’ Day program 
was a luncheon in honor of Mr. Puelicher 
and Dr. Miller, during which Mr. Puelicher 
described the beginning of educational work 
by the American Bankers Association, and 
explained how the banks today look to the 
American Institute of Banking to develop 
men into efficient bankers. Dr. Miller, in 
the course of his talk, said that the next 
great move of the Institute will be to ex- 
tend chapters into the country districts for 
the aid and the benefit of country banks and 
bankers. 

In discussing the adult education move- 
ment, Dr. Von KleinSmid declared that the 
largest part of the student body today is 
composed of men and women employed in 
many professions who are devoting several 
hours each week to university study. 


A City Bank Aids Agri- 
culture 


HE Exchange National Bank of Pitts- 

burgh, Pa., has demonstrated how a city 
bank can help agriculture. It has awarded 
a trophy consisting of a silver cup to the 
Butler County National Bank of Butler, 
Pa., as the bank among 450 competitors in 
fourteen counties which in 1926 did most 
for the advancement of agriculture. 

The Butler County National Bank em- 
ploys an agriculturist who gets in touch 
with the farmers of the community and 
lends whatever help he can in working out 
the farmers’ problems. The bank rooms are 
made available for farmers’ conferences, and 
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there are bulletin boards bearing bulletins 
from the college of agriculture. The bank 
representatives help in organizing farmers’ 
clubs, boys’ and girls’ clubs, and attending 
farmers’ meetings and frequently give talks 
or addresses upon various farm subjects. 
They also help the development of a mar- 
keting program, and assist in keeping farm 
accounts. 

This plan seems to have demonstrated that 
there are really wonderful possibilities for 
a city bank to help agriculture by working, 
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as was done in this case through banks which 
are close to the farmers. The city bank can 
stimulate interest and promote friendly 
rivalry, with the result that all concerned, 
the banks and the farmers, are benefited. 
Such efforts are sure to spread the gospel 
of better farming and better farm methods. 
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WHAT DO YOU THINK? 


a. Being a more or less personal talk between the Epitor and the READER \. 


HE story about the banker’s glass 

eye is a hardy annual, which would 

come up with vigor each year, even 

if it were not nourished by the men 
whose application for loans have not been 
accepted. 

In its most familiar version the story 
tells of a bet between two men over the per- 
fection of a banker’s glass eye. One man 
wagered that the artificial eye could not be 
distinguished from its good neighbor. The 
man who bet on his own powers of observa- 
tion went to the banker, had a conversation 
with him and returning to his friend de- 
clared that the right eye was artificial. 

“How do you know’’? he was asked. 

“Tt looks kinder than the real one,” he 
replied. 

The story never fails to get a laugh for 
an after-dinner speaker, but let it not be 
forgotten that the world owes a lot to the 
bankers “hard” eye. 

The stony stare and the “glass” eye are 
all right in their places. There would be 
something missing in the eternal scheme if 
it were not for the unyielding eye. The 
love-light in the eye of the gentlest mother 
in the land goes out and her eye becomes 
as hard as an aartificial optic if danger 
threatens her child. Why if mothers were 
not born with the ability to give the stony 
stare on occasion, this would be a queer 


world with the span of life shortening in- 
stead of lengthening, and by the same token 
the banker would be a poor dub, unfit for 
his job, and well advanced on the way to 
ruin if on occasion his eyes did not become 
harder than glass. 

Splendid banking houses, and wonderful 
safes and vaults, burglary insurance, rob- 
bery insurance, burglar alarms and special 
watchmen are all necessary for the protec- 
tion of the depositors’ money, but, after all, 
the best protection that the bank has is the 
banker’s stony stare! 

Thank God for the banker’s glass eye! 
Without it banking would not be banking 
and men would go back to the practice of 
burying money in cellars and hiding it in 
the trunks of trees! 


What do you think? 


He Likes Pictures 


ore historical, colored cover pages of 
the JOURNAL have, I think, added 
greatly to its appearance, and I congratulate 
you on the high standard you are maintain- 
ing in editorial and news matters relating 
to banking and the work of American 
Bankers Association,” writes a Chicago 
banker. 

That’s what we are working for—to pro- 
duce a magazine that will win the approval 
of busy men. 


What do you think? 


We Put Ourselves in the Stocks 


HIS chiding is so gentle that it almost 
makes us glad we did it:— 

“I note with interest in your February 
number, boxed off at the beginning of the 
article by Professor Sparks, a blurb in 
which you speak of ‘the failure of the guar- 
anty of bank deposits in every state where 


it has been tried with one possible excep- 
tion,’”’ writes a banker. ‘Nebraska is just 
emerging from six years of drastic depres- 
sion. Those years have witnessed the fail- 
ure of (approximately) 15 per cent of her 
financial institutions. Thus far no depositor 
in any state bank has lost a single dollar, 
nor is there any reason to anticipate a loss 
to any depositor. Under these circum- 
stances would you not have been justified in 
going so far as to say ‘with one probable 
exception.’ 

“Shame, dear Journal! Your usual sense 
of fair play must have been on a vacation 
the day that was writ.” 


What do you think? 


Money Advice and Book Advice 
yo asked me,” writes a correspon- 


dent, “In your last month’s Journal 
what I thought of the proposed advertise- 
ment which some cae had sent you—an ad- 
vertisement talking straight to the prospec- 
tive bank customer who works and strives 
but, somehow, does not get along. 

“T like it, and I think that advertising in 
this direct, frank way might make an appeal 
to many people who are not moved to action 
by the formal—and sometimes stilted-style 
of bank appeals. 

“The bank thus inviting people in must, 
however, be sure that it is adequately pre- 
pared, and preparedness does not mean pos- 
sessing the requisite information to correctly 
advise with regard to budgets and income. 


“Preparedness to handle such cases re- 
quires a large amount of tact to draw the 
whole story out of the prospect, and after 
that the ability to tell—and to impress in 
the telling—the inquirer what is wrong. 
Such interviewing is a job for a diplomat 
who has been generously endowed by nature 
with sympathy for mankind and patience 
with the people who have a habit of stum- 
bling as they go through life. Even with 
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these qualities he will not be fully equipped _ 
if he is not prepared to go beyond giving — 
money advice. 4 

“He should be prepared to give book — 
advice in special and appropriate cases, — 
because there are literally millions of people — 
who have not yet found themselves. They 4 
do not know the possibilities of their minds: © 
they do not know that they have abilities ~ 
that they have not yet touched; that they | 
are not yet fully awake, and if they can be ~ 
induced to read, better days may come to 
them. 
“So the man taking such people in hand | 
ought to be book wise, and be prepared to — 
make some of the customers acquainted with ~ 
literature that will set them free. : 

“The Librarian of the Public Library can | 
help the bank on that feature of the neces- 
sary preparation, and might be able also © 
to supply some interesting observations use- © 
ful to the banker in determining the relation ~ 
between progress and the kind of books that ~ 
individuals read.” 

But the dullest-witted person who goes to © 
the bank for aid is not likely to get enthu- 
siastic over recommended books unless the 
interviewer has himself read—and derived 
benefit from them! 


What do you think? 


The World-World Appeal 
of the Millionaire 


ONEY is the universal language of the 
world. If proof were needed of this ~ 
truism, Joseph S. McCoy, the U. S. Treas- © 
ury Department’s expert, has it. In the | 
September, 1926, number of the American 7 
Bankers Association Journal, Mr. McCoy 
wrote an article about our American mil- 
lionaires and estimated that the United 
States had 11,000. Excerpts from the article 
were printed in almost every newspaper in 
the United States and he now finds that 
parts of the story were translated into all — 
languages—including the Scandinavian. 3 
Letters from Rumania, from Czecho- % 
Slovakia, South Africa and all parts of the ~ 
world have been received by Mr. McCoy to © 
learn more about these millionaires. Not a © 
few of them have enclosed photographs of — 
their children, asking Mr. McCoy to turn © 
them over for inspection to his wealthy ac- | 
quaintances together with the appeals for 
aid. Some of them have asked him to locate © 
distant relatives, who, they have heard, have — 
struck it rich in America. ; 
Some of the letters have been written in ~ 
tongues that cannot be translated by the 7 
corps of translators that the government has 7 
in Washington. This gives a suggestion 0 
just how wide a radius articles appearing im © 
the American Bankers Association Journal ~ 
cover—especially when they directly deal in © 
that currency of thought—money! 4 
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